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PREFACE 


THE ANNUAL MEETING (FORTY-FOURTH YEAR) OF THE 
ACADEMY OF POLITICAL SCIENCE, NEW YORK 
CITY, NOVEMBER 14, 1924 


HE FuTUuURE OF PRICES AT HOME AND ABROAD was the 

T topic discussed at the annual meeting (forty-fourth 

year) of the Academy of Political Science, held at 

the Hotel Astor on November 14, 1924. The contents of 

this volume comprise papers and addresses presented at that 
meeting. 

Three sessions were held, each on a different phase of the 
general topic: 

I. Agricultural Prices. 
II. Factors Affecting the General Price Levels. 
III. The European Recovery, the Dawes Plan, the Inter- 
Allied Debts, and Their Relationship to American 
Price Levels. 

Events combined to make this symposium one of the most 
timely and significant in the history of the Academy. The 
ending of the long agricultural depression, the steady advances 
in the prices of farm products, the inauguration of the Dawes 
Plan, the beginnings of a marked European recovery, the in- 
cidents of ‘“‘two-million share days” on the New York Stock 
Exchange, the evidences of the resumption of an upward trend 
in wages and many prices, the renewed discussion of the gold 
and credit position of the United States in relationship to 
prices, were factors which enabled the Academy to command 
widespread interest in its interchange of authoritative opinions 
on perhaps the most timely of all current topics. 

As usually takes place in Academy meetings, many diver- 
gent points of view were presented, by men who were believed 
to be in possession of pertinent facts and of reasoned views 
and inferences concerning them. The Academy is not en- 
gaged in the propagation of any particular opinions or con- 
tentions on any subject. It does not champion or hold any 
views whatsoever on any of the matters so trenchantly dis- 


cussed. It selects speakers, not views, and seeks only a fair, 
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representative and authoritative discussion of facts vital to 
American economic and social life. 

To that end, the Academy invites to its program men of 
radically divergent opinions and experience, but, in so doing, 
the Academy does not sponsor the views of any of them. 
The Academy seeks a balanced program, an expression of all 
of the thoughtful points of view which are factors in the 
American problem; but the Academy does not lend itself to 
any propaganda for any set:of views, whether of organized 
labor, organized farmers, Wall Street, Main Street, big busi- 
ness, small business, or of producers or consumers. The Acad- 
emy endeavors to conduct a symposium which reflects a cross- 
section of American public opinion and American economic 
experience, in the belief that out of such an alignment of con- 
flicting views and interests, open-minded persons may be aided 
in their search for what is true, fair and dependable. 

These characteristics of the Academy tradition were ac- 
ceptably adhered to at the November meeting. Divergent 
views were espoused spiritedly, but with the utmost good feel- 
ing, and the social functions incident to the Academy sessions 
were carried on with the same cordial spirit, although many 
of the men thus brought together had commonly thought of 
themselves as engaged in sharp conflict with others present. 
As a distinguished European said, it was the kind of a gather- 
ing which could take place only in America. 

Some angles of viewpoint and some phases of the general 
topic, which the Academy would have been glad to have had 
included in this program, were not represented. As is usually 
the case, this was not the fault of the Academy or of its Pro- 
gram Committee. Invitations which were extended could 
not be accepted by all of those whose presence and participa- 
tion were earnestly desired. There were many other organ- 
izations in session on November fourteenth, including the 
National Grange, the Federal Reserve Board, the American 
Federation of Labor, the Association of Land Grant Colleges, 
the Harvard Council for Economic Research, the Cornell 
University Alumni Convention, and the Industrial Manage- 
ment Association, and numerous other occasions of public im- 
portance, such as the inauguration of President OLpDs at 
Amherst College, which kept away from this Academy pro- 
gram several men whose participation had been sought. 
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The presiding officer at the morning session was MR. WIL- 
LIAM L. RANSOM. At the afternoon session, Mr. ARTHUR E. 
BESTOR acted as chairman. The dinner meeting was called 
to order by Dr. ALBERT SHAW, as acting president of the 
Academy, in the absence of the president, Dr. SAMUEL Mc- 
CUNE LINDSAY, who is in South America as a representative 
of the United States at several cultural, scientific and popular 
occasions, by appointment of the United States Government. 
At the dinner meeting, Mr. THoMas W. LAMONT presided. 
Cabled greetings were received from the president of ‘the 
Academy, in Peru, and an appropriate response was sent in 
behalf of those present. 


Those who contributed addresses or papers at the respective 
sessions were as follows: 


MORNING SESSION: AGRICULTURAL PRICES 


Mr. CHARLES J. BRAND is the consulting specialist in mar- 
keting, in the United States Department of Agriculture. He 
was born in Minnesota, and has been engaged in the work of 
the Department of Agriculture since 1903, except for three 
years (1919-1922) spent as vice-president and general man- 
ager of American Fruit Growers, Inc. He is the author of 
numerous bills, addresses and papers on agricultural coopera- 
tion, production, marketing and distribution. He is easily 
one of the foremost American authorities on these topics, and 
he has been in the forefront of those who, in the dynamic 
Northwest, have been sincerely trying to work out practical 
solutions for the basic difficulties of American agriculture. 
Those who dissent vigorously from some of the measures 
which Mr. BRAND has advocated, pay high tribute to his zeal, 
sincerity, and thorough knowledge of both the human and the 
fiscal elements of the farm problem. 


Dr. BENJAMIN Horace HIBBARD has been professor of 
agricultural economics at the University of Wisconsin since 
1913. He became head of the department of economics at 
Iowa State College in 1902. He has been a potent force, in 
the Northwest, for conservative views and action as to agri- 
cultural problems; he has been likewise a conspicuous figure 
in the discussion of those problems, throughout the country. 
Dr. H1sBarb has been a popular speaker at previous meetings 
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of the Academy on agricultural topics, and he was warmly 
welcomed for this “ return engagement”. 


Mr. CHARLES HENRY TUCK spoke as a representative of the 
Dairymen’s League, a most interesting experiment in the 
cooperative marketing of agricultural products. In the states 
of New York and Pennsylvania and in portions of New Eng- 
land, the Dairymen’s League has passed the stage of experi- 
mentation, and has become a potent and debated factor, 
championed stoutly by its friends and assailed by its enemies. 
Spokesmen of the League feel that it demonstrates the ability 
of the farmers to solve their own marketing problems along 
sound and effective lines, without requiring the intervention 
of the state or federal government. The effect of coopera- 
tive distribution upon prices has been a mooted point, and 
Mr. TUCK presented eloquently the views of the farmers who 
are in the Dairymen’s League. Mr. TUCK is a native of 
New York state, a graduate of Cornell University, a former 
professor in its College of Agriculture and later in the Exten- 
sion Department of that college. Probably no other man has 
come in as close contact with the farmers of every part of 
New York state, and he was well equipped to be their spokes- 
man as to the practicability of cooperative marketing and its 
relationship to prices and to the quality of products. 


Mr. WILLIAM WALLACE GAIL is a resident of Billings, 
Montana. He has been a newspaper editor in various parts 
of the West, and now publishes The Midland Empire 
Farmer. He lives on a ranch or farm near Billings, and has 
been a keen analyst of the causes of the great agricultural de- 
pression, lately ended, in the Northwest. Few men in that 
region have studied more closely and extensively, at first hand, 
the farmers’ point of view as to agricultural prices, and few, 


if any, are better equipped to make as clear and authoritative 
expression of that outlook. 


Dr. GEORGE F. WARREN is professor of agricultural econ- 
omics in the New York State College of Agriculture, at Cor- 
nell University, Ithaca, New York, and heads one of the 
largest and most noteworthy departments in this economic 
field. The Legislature of the State of New York has placed 
at his disposal generous appropriations, which have enabled 
extensive studies, by DR. WARREN and his scientific staff, as to 
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agricultural prices and as to marketing problems. Within 
the present year, he has investigated agricultural conditions 
in Denmark and other European countries. DR. WARREN 
and his department are going forward with notable plans for 
making available to the rank and file of farmers reliable and 
useful information as to the outlook for agricultural prices. 


Mr. Louis D. H. WELD of Chicago brought the morning 
discussion to a spirited close, by outlining the point of view 
of one of the largest business organizations engaged in the 
marketing of the products and by-products of agriculture. 
He has been the manager of the commercial department of 
Swift and Company, packers, of Chicago, since 1917, and has 
written considerably on marketing methods and problems. 


AFTERNOON SESSION: FACTORS AFFECTING THE GENERAL 
PRICE LEVELS 


Mr. ARTHUR E. BeEsTor, who presided at the afternoon 
session, is president of Chautauqua Institution, on Lake Chau- 
tauqua, New York, which was the pioneer in identifying the 
name Chautauqua with popular education and the public 
forum. He served as professor of history and political science 
at Franklin College, and was director of the Speaking Division 
of the Committee on Public Information of the United States 
Government during the World War. 


Mr. PAUL M. WARBURG is Chairman of the Board of the 
International Acceptance Bank and President of the Federal 
Advisory Council of the Federal Reserve Board. He form- 
erly was a member of Kuhn, Loeb and Company, bankers. 
From 1914 through 1918, he served as a member of the Fed- 
eral Reserve Board, by appointment of PRESIDENT WooDROW 
Witson. He is a director of numerous railroads and finan- 
cial institutions, a trustee of the Institute of Economics, a 
noted international authority on banking and finance, and a 
trustee of the Academy of Political Science. 


Dr. PAUL DOUGLAS is associate professor of industrial re- 
lations at the University of Chicago and visiting professor of 
economics in Amherst College. He has recently conducted 
extensive studies as to movements of wages and the future of 
prices, and will soon publish a book, which will deal in detail 
with matters set out only in summary and outline in his paper. 
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Dr. WILLIAM F. OGBURN, who led the discussion of PrRo- 
FESSOR DOUGLAS’s paper, is professor of sociology at Columbia 
University and editor of the Journal of the American Statis- 
tical Association. He has written extensively on economic 
and sociological topics. 


Dr. EDWIN R. A. SELIGMAN is generally recognized as one 
of the world’s foremost authorities upon taxation and its con- 
sequences. He has served in many notable public relation- 
ships. He is the McVickar professor of political economy 
and finance at Columbia University, and is a trustee of the 
Academy of Political Science. 


Dr. H. PARKER WILLIs is the editor-in-chief of The Journal 
of Commerce, in New York City. He served for four years 
as secretary of the Federal Reserve Board and later as its 
director of research and consulting economist. He has been 
the expert adviser of many American official bodies, and has 
written many books on monetary subjects. He is professor 
of banking at Columbia University. 


Mr. MaGNus W. ALEXANDER is an engineer of interna- 
tional standing and experience, who has given a great deal 
of time and study to the humanitarian aspects of wage ques- 
tions. He served as Chairman of the Massachusetts Com- 
mission on Old Age Annuities and Pensions and as a member 
of the Massachusetts Commission on Compensation for In- 
dustrial Accidents. He has been the managing director of 
the National Industrial Conference Board (to promote Ameri- 
can industrial life) since its organization in 1916. 


Dr. LEO WOLMAN is a member of the faculty of the New 
School for Social Research, in New York City, and is in charge 
of the research department of the Amalgamated Clothing 
Workers of America. He served in important industrial 
capacities in the United States Government during the World 
War, and was attached to the American Peace Commission, 
in France, in 1919. He has written extensively along con- 
structive lines on labor topics. 


Dr. JOHN OTHO DowNEY, who contributed a paper on 
future price trends, is a member of the staff of Sanderson and 
Porter, engineers. He has engaged in military, expedition- 
ary and scientific service in various parts of the world. He 
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was fleet surgeon of the United States Pacific Reserve Fleet 
during 1916 and 1917, and during the World War he was 
senior medical officer of the troop transport service between 
the United States and Europe. Since the war, his work has 
been along lines of economic and statistical research, in connec- 
tion with engineering problems. He is a member of the 
American Economic Association and the American Statistical 
Association. 


Dr. JOHN BAUER brought to the representative discussion 
a point of view and an experience different from that of some 
of the other speakers. He has had teaching experience at 
Cornell University and Princeton University; he has been a 
frequent contributor to the American Economic Review and 
other publications in the academic field; and he has served for 
many years as economic adviser to the Law Department of 
the City of New York, particularly as to rate and valuation 
problems during the administration of MAyor JOHN F. 
HyLAN. The trend of wages and prices has greatly affected 
the cost of municipal government as well as the cost of carry- 
ing on other great business enterprises engaged in furnishing 
vital services to the public. Dr. BAUER has thought inde- 
pendently and written extensively on these topics, and the 
Academy was glad to afford an opportunity for the presenta- 
tion of his reasoned views, as well as for the opposite con- 


clusions of those whose experience has been along divergent 
lines. 


Mr. MICHAEL J. MURPHY is the vice-president and cashier 
of the Federation Bank of New York (34th Street and Eighth 
Avenue), of which the president is Mr. PETER J. BRADY. The 
board of directors of that notable venture of trades-unionism 
into the field of banking includes Mr. MATTHEW WOLL, vice- 
president of the American Federation of Labor and president 
of the International Photo Engravers Union; Mr. CHARLES 
H. BAUSHER, of the United Brotherhood of Carpenters; Miss 
SarA A. Consoy, secretary of the United Textile Workers of 
America; Mr. JAMES P. HOLLAND, president of the New York 
State Federation of Labor; Mr. WILLIAM KOHN, president 
of the Upholsterers’ International Union; Mr. JOSEPH RYAN, 
vice-president of the International Longshoremen’s Associa- 
tion; Mr. FRANK X. SULLIVAN, attorney for the New York 
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State Federation of Labor; and Mr. JoHN SULLIVAN, presi- 
dent of the Central Trades and Labor Council, as well as 
Supreme Court Justices SALVATORE A. COTILLO and JEREMIAH 
T. MAHONEY. In opening the discussion of the relationship 
of credit to prices, MR. MURPHY contributed comments of real 
significance. His analysis of the situation as to the redis- 


count rate will be found one of the most interesting matters 
in this volume. 


Mr. ALTEN S. MILLER contributed to the afternoon discus- 
sion the experience and point of view of a large employer of 
labor. He is the vice-president and general manager of The 
Bartlett Hayward Company, of Baltimore, Maryland, one 
of the largest concerns engaged in manufacture and construc- 
tion. He has had an extensive experience as an employer. 


DINNER SESSION: THE EUROPEAN RECOVERY, THE DAWES 
PLAN, THE INTER-ALLIED DEBTS, AND THEIR RE- 
LATION TO AMERICAN PRICE LEVELS 


Mr. THomMas W. LAMONT, who presided at the dinner and 
delivered a stirring appeal for genuine popular participation 
in the solving of the international problems, is a partner in 
J. P. Morgan and Company, bankers. In that capacity, he had 
taken a conspicuous part in the London negotiations leading 
up to the adoption of the Dawes Plan, the launching of the 
German loan, and other steps designed to aid the European 
recovery. In 1919, Mr. LAMONT was the representative of 
the United States Treasury on the American Commission to 
Negotiate Peace. He is a trustee of the Academy of Political 
Science. 


Mr. WALTER T. Layton, C. B.E., the gifted editor of The 
Economist, of London, England, was the especial guest of 
honor at the annual dinner of the Academy. Mr. LAYTON 
was warmly remembered and greeted by many who met him 
when he was in the United States as a member of the memor- 
able Balfour mission in 1917. His address before the Acad- 
emy was his first in New York City since his war-time visit, 
and his incisive analysis of economic tendencies in Europe was 
followed with the keenest interest. His address confirmed him 
as a worthy successor of Mr. WALTER BAGEHOT and other 
great Englishmen in the editorial chair of The Economist. 
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Mr. ROLAND W. BoyDEN, of Boston, who attracted world- 
wide attention to this Academy function by his advocacy of the 
application of the principles of the Dawes Plan to the adjust- 
ment of the debt of France, Belgium and other nations to the 
United States, was the American unofficial delegate to and 
observer on the Finance Commission of the League of Nations, 
at Brussels, and served in a similar capacity in connection with 
the Reparations Commission. During the World War, he 
was closely identified with the work of Mr. HERBERT HOOVER 
and the Food Administration. He was appointed to the Re- 
parations Commission in 1922 by PRESIDENT WILSON, who 
later withdrew the designation so as to give to PRESIDENT 
HARDING freedom of choice. Mr. BoyDEN was then reap- 
pointed by PRESIDENT HARDING, on recommendation of SECc- 
RETARY CHARLES E. HUGHES. He is a leader of the New 
England Bar, and a recognized authority on international re- 
lationships. 


Although the two day-time meetings were well attended, 
the dinner session of course brought out a large and brilliant 
Academy gathering—the largest since America’s entry into 
the World War. Recognition of the notable character of the 
three addresses was attested by the hearty response of the 
assemblage. 

The president and trustees of the Academy desire that there 
be incorporated herein an expression of their appreciation, not 
only of the presence and participation of the speakers who 
constituted this interesting program, but also of the coopera- 
tion of the members of the following Commitee on Program 
and Arrangements, whose efforts contributed to the success 
of the annual meeting: 
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Committee on Program and Arrangements 


JOHN G. AGAR SAM A. LEWISOHN 
CHARLES W. APPLETON OGDEN L. MILLS 
ARTHUR E. BESTOR DwIGHT W. Morrow 
ALFRED C. Bossom THOMAS I. PARKINSON 
NICHOLAS F. BRADY HAROLD J. RoIG 

PETER J. BRADY EpWIN R. A. SELIGMAN 
ROBERT E. COULSON ALBERT SHAW 
STEPHEN P. DUGGAN FRANCIS H. SISSON 
DAVID FRIDAY LEWIS STRAUSS 
ROBERT M. HalIcG HERBERT B. SWOPE 
ALFRED E. HOLCOMB ROYALL VICTOR 

ALLEN G. Hoyt PAUL M. WARBURG 

H. W. JERVEY WILLIAM B. WARNER 
THomas W. LAMONT ARTHUR WILLIAMS 


WILLIAM L. RANsoM, Chairman 


In concluding this prefatory note, this word of admonition 
should perhaps be added: The papers and addresses in this 
volume reflect information, opinion and judgment as of Nov- 
ember 14,1924. Time is unfortunately required for the print- 
ing and distribution of such a volume. Much has happened 
since that time, in the economic transition, and much more may 
happen, before this volume reaches all of its readers. State- 
ments of fact and ventures of prediction, contained in this 
volume, should be taken as of the date of the meeting and in- 
terpreted in the light of subsequent events. 

THE EDITors. 
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HUMAN FACTORS IN FARM PRICES’ 


WILLIAM L. RANSOM 
Ex-Justice of the City Court of New York 


N the opening sentence of his /ntroduction to the Study of 
] Prices, published in 1912, Mr. Walter T. Layton, who is 
the Academy’s guest of honor today, pointed out that 
at intervals during the last hundred years, price changes have 
become sufficiently pronounced to attract public attention, and 
that ‘“‘in a few instances difference of opinion as to their cause 
and cure has given rise to acrimonious political controversy ”’. 
The period since 1914 has clearly comprised one of those in- 
stances, and Mr. Layton’s brilliant generalization has been 
peculiarly true of agricultural prices. In his preface to the 
1920 edition of the same book, Mr. Layton said that whereas 
he had previously compared the price changes to “the ordinary 
movements of the waves and tides’”’, the movement since 1914 
“is by comparison a tidal wave”. 

Recent events have given to agricultural prices a dramatic 
significance, in business, politics and world trade. The Ameri- 
can farmer has been the cynosure of all eyes. The eventuali- 
ties of foreign policy, the outcome of national and state elec- 
tions, the rehabilitation of manufacturing and mercantile 
industries in many lines, have been deemed to depend upon the 
prices paid the farmers for their products and the extent to 
which that income might exceed the expenses of farm opera- 
tion and fixed charges. The result has been one of the most 
tense and dramatic episodes in economic history, enacted upon 
a stage as wide as the continent. 

The Academy of Political Science feels, therefore, that it 
has selected a most opportune moment for a constructive study 
of agricultural prices. The Academy is always eager to try 
to deal with the realities and the human elements in American 
problems, and envisage all the factors. It seeks to discuss 
causes, and not merely consequences. 

After a national election, there arises oftentimes a feeling 
that as to the matters discussed therein as principal issues, the 


1 Introductory remarks as Chairman of the morning session. 
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duty of citizenship has been fulfilled, so that the people may 
treat those matters as solved and devote themselves thereafter 
to their own affairs. To state such a point of view is to 
demonstrate its fallacies and its dangers. The real problems 
and tasks, as to American agriculture, are still ahead and have 
not been solved or ended by the election or by their casual 
discussion during the campaign. 

One of the great radical newspapers remarked a few morn- 
ings ago that this month’s election had truly been won by 
moneyed interests—the money of the great rank and file of 
the people—more money put in their pockets by better prices 
for their products and better wages for their labor, less money 
taken from their pockets for taxes and the costs of government 
and the costs of war. Against financial factors such as these, 
it was said that no oratory and no agitation could prevail. 
For one, I would not assent to so materialistic and reactionary 
an interpretation of recent events. Four million votes may 
measure and reflect the extent of the economic discontent now 
prevailing in America, but I do not think that they in any way 
measure the extent of the endeavor and determination to go 
ahead and improve our agricultural and industrial system 
along sound, practical lines. 

If any were disposed to doubt that the agricultural prob- 
lems will be pressed for constructive action, despite the tem- 
porary relief from the recent rise in prices and despite the 
outcome of the election, that doubt should be deemed dispelled 
_ by the address of the President of the United States last 
evening,’ before the Association of Land Grant Colleges. 
Parenthetically, let me say that as every citizen is entitled to 
at least one “ guess’’ concerning the causes which contributed 
chiefly to Mr. Coolidge’s reelection, I will venture the personal 
opinion that one of the decisive factors was the ineradicable 
feeling, on the part of the farmers throughout the North and 
West, that Mr. Coolidge understands to a rare degree their 
difficulties, their needs and their aspirations for America, and 
no amount of oratory and agitation could change this deep- 
seated belief. I happened to spend in the Northwest, in 
1923, the first few weeks which followed Mr. Coolidge’s acces- 
sion to the presidency ; and I there witnessed at first hand the 
changed attitude of the farmers toward their government, 


1 November 13, 1924. 
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even in the midst of abysmal depression, as they gained the 
idea that “one of their own” had taken the presidential oath 
in a Vermont farmhouse and could be relied on to give due 
weight to their great needs, in all that affects the relationship 
of government to agricultural prices. 

Instead of treating the farm problems as settled by his own 
triumph, Mr. Coolidge made it clear last night that everyone 
must regard them as just ahead. He went so far as to predict 
that we are not a generation away from a reversal of our 
traditional relationship to agriculture, in that “in a very few 
years the natural increase of population and the inevitable 
tendency to industrialization will place us among the nations 
producing a deficit rather than a surplus of agricultural 
staples”. Those who have great confidence in the agricul- 
tural possibilities of the great fertile areas not yet given to 
diversified farming in the South, will probably challenge the 
time element in this prophecy. It is no function of mine to 
discuss that mooted point, but we may agree that the President 
of the United States did not underestimate the problems of 
which agricultural prices are the reflex. With great under- 
standing, he said, in part: 


The men and women on the farm no longer pursue their calling in a 
haphazard, rule-of-thumb method, but with a scientific accuracy that in- 
sures the best possible results. No longer content with a narrow and 
forlorn existence, they wish to raise crops, but they wish also to read books. 
They want to know the market quotations for their products, but they 
want also to know what is going on in the world. 

Up to the present time, the main emphasis of our agricultural education 
has been placed upon production. . . . But our experience of the last few 
years has demonstrated that it is by no means enough. The farmer is not 
only a producer, but he is likewise a merchant. .. . 

The agricultural problem of today is not on the side of production but on 
the side of distribution. J want to see a good farmer on a good farm raise 
a good crop and secure a good price. 


In the single sentence I have last quoted, the chief inter- 
preter of America today has furnished the text for any dis- 
cussion of agricultural prices. 

In opening today’s discussion of prices and of the factors 
affecting price levels, it may be helpful to bring back to 
mind the definitions of two terms which will be frequently 
used. John Stuart Mill defined “value” thus: ‘The value 
of a thing is its general power of purchasing, the command 
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which its possession gives over purchasable commodities in 
general.” This concept of “value” was of course what was 
sometimes called “exchange value” or “value in exchange”. 
The “ price” of a thing is defined by the New Standard Dic- 
tionary to be: “The amount demanded by an owner in return 
for an article as the condition of sale . . . . the quantity of 
labor which its possessor will take in exchange for it.” 

In discussing agricultural prices here in the Academy of 
Political Science, we lo not think of them merely as imper- 
sonal, statistical matters which have their expression and 
their full reflection in dollars and cents. Back of any ques- 
tions of prices or wages are human beings, hj:man hopes, 
human needs, all vitally affected, for better or tor worse, by 
these things which we call prices. 

When today’s speakers talk of price curves and trends, of 
index figures and statistical charts and levels of prices, all 
in terms of dollars and cents, I would like you to see all the 
while the men and women, the boys and girls, the homes 
and human weal or woe, that are back of all of these things 
and to which they should be soundly subordinated. I wish 
that you could for this hour experience the emotions of the 
benchland farmer, out on the rim of things in the Northwest, 
on land from which he cannot wrest a living. I wish that 
you could see and feel what agricultural prices mean in 
the households of the great farms of the corn and wheat belts, 
when market prices fall far below bare production costs, and 
the boys and girls of those farms find their chances of a 
college education wiped out in this maladjustment of markets 
and prices. I wish that, instead of merely these charts and 
diagrams on these walls, you could visualize the unpainted 
farm-houses on many of the hillsides of New York State— 
the gaunt figures of men and women prematurely old—the 
mute evidences of a struggle which has grown less successful 
each year. I wish that you could picture in imagination the 
steady trek of men and women, boys and girls, from the farms 
to the cities—an army several hundred thousands strong each 
year—driven by the discouragement of uncertain prices and 
unfavorable agricultural conditions. If you will call some of 
these things to mind, you will comprehend the human elements 
back of agricultural prices, and prices will cease to be dry, 
materialistic, or merely financial and statistical. 
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If I might venture a further expression of point of view for 
consideration at this time, it would be this: In the industrial 
field, the principle has come to be fairly well established that 
a first charge upon the products of human endeavor is the 
maintenance, in reasonable comfort, of those who, by hand, 
brain, or contributed capital, bring into being those products. 
The application of that principle is sometimes contested in 
concrete instances ; the principle is often.not well applied; and 
the machinery for its application and enforcement still ap- 
pears to function poorly, at times and»in concrete instances; 
but nevertheless the principle is pretty firmly established, in 
most of the ramifications of manufacture and trade. 

Not so as yet in agriculture. There is neither accepted 
principle nor suitable mechanism for applying and enforcing 
it. The farmer and his products are left at the mercy of 
arbitrary factors of supply and demand. Manipulations of 
the market may force prices far below the barest costs of actual 
production. The maintenance of the farmer and his family 
in a reasonable standard of comfortable living is not a first 
charge, or any charge, upon the selling price of the products 
of his toil and brain and invested capital. If milk sells in the 
city for eighteen cents, the farmer may get three or four or 
fve cents for his labor, risk and investment, and the disparity 
stares him in the face, in a period of sharply rising prices for 
everything he has to buy. 

For many of the things he duys, the farmer has to pay 
prices which include the cost of accident insurance, sickness 
insurance, retirement allowances and the like, for the work- 
ers who produced such articles—prices which likewise in- 
clude the maintenance of such workers according to an ad- 
vancing American standard of living. For the things which 
the farmer has to sell, he is still left to obtain such prices as he 
can get, and there are virtually no instrumentalities to secure 
for him prices which will enable him and his household to be 
maintained in reasonable comfort and to save anything against 
the vicissitudes of old age. 

Not far ahead I see a struggle to establish much the same 
principle in agriculture as in the manufacturing industries. 
The analogy may be carried a step further: In industry, the 
struggle has long been, and in some respects still is, between © 
those who believe that this vital principle may be established 
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and maintained through the concerted action of the workers 
themselves, bargaining collectively or individually with their 
employers, and those who believe that the principle can be 
established and enforced only to the extent that governmental 
action is invoked in its behalf. 

In industry, there has been a far-reaching difference of opin- 
ion and method, on the part of those who sought much the 
same objectives. In agriculture, the same sharp, basic divi- 
sion is at hand, and the opposite forces have been gathering 
for the strife. Can the vital principle of economic justice be 
established and fortified by the concerted, cooperative action 
of the farmers themselves? Or must the intervention of the 
state and nation be invoked, to force the recognition of this 
principle by employers and organized laborers who have al- 
ready recognized and established it for themselves? 

The issue is joined, in agriculture as in other industry. 
Will East and West return the same answer? Will organized 
labor grant freely to the farmer the same principle of primary 
reward for toi], which has been contended for and established 
in manufacturing industries? 

These are vital questions, which some of today’s speakers 
will discuss in concrete and vivid fashion, because they bear 
deeply on the outlook for agricultural prices. The funda- 
mental point of approach, however, is that expressed by Pre- 
sident Coolidge: 


Finally, you will remember that America has but one great staple product. 
We till the soil, we operate our industries, we develop transportation, we 
engage in commerce, we encourage the arts and sciences, but these are only 
means to an end. They are all carried on in order that America may 
produce men and women worthy of our standards of citizenship. 

We want to see them endowed with ability and character, with patriotism 
and religious devotion. We want to see them truly American, while ready 
and eager to contribute a generous share to world welfare. 

We want to see them honest, industrious and independent, possessed of 
all those virtues which arise from an adequate moral and intellectual train- 
ing joined to experiences which come from the open country. 


[156] 


THE PRICE BALANCE BETWEEN AGRICULTURE 
AND INDUSTRY 


CHARLES J. BRAND 


Consulting Specialist in Marketing 
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“Give, and it shall be given unto you; good measure, pressed down, and 
shaken together, and running over. . . . For with the same measure that ye 
mete withal it shall be measured to you again.”—From the Sermon on the 
Mount, Luke 6: 38. 


“4 40 say more upon the agricultural question than has al- 
ready been said is almost redundant. To help if pos- 
sible to stimulate the nation to adopt a constructive 

policy is no more than every citizen’s duty. It was with this 

thought that I accepted the invitation to take part in this 
discussion. 

At the outset, it is necessary to explain the sense in which 
“price balance” is used in this paper. ‘“ Price”, of course, is 
exchange value expressed in terms of money. “ Balance” is 
intended to convey the idea of equity in price relation of both 
goods and wages as between agriculture and industry. An 
extended expression of the topic as I have it in mind might be: 
the importance to national welfare of attaining and maintain- 
ing proper ratios between purchasing power of farm products 
and the products of industry and the services of commerce. 

To my mind we stand agriculturally on the threshold of a 
new era in the United States. Making due allowance for 
profound changes in world conditions since the close of the 
Napoleonic Wars, we are about where the United Kingdom 
stood shortly after 1815. One year after another found agri- 
culture in a state constantly growing more deplorable. Parlia- 
mentary committees of investigation were appointed in 1820, 
1821, 1822, 1833 and 1836. Thousands of speeches were made. 
Clouds of pamphlets and petitions were published. But con- 
ditions wavered up and down and grew worse and worse. 

Finally, in 1837, the Select Committee of the House of Lords 


appointed to inquire into the state of agriculture and into the 
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causes and extent of the distress which had then prevailed for 
nearly a quarter of a century, reported: 


That the Committee had met in pursuance of your Lordship’s Order of 
Reference and have examined a great number of witnesses and collected a 
great many important Documents relating to the extent and causes of 
Agricultural Distress: but they have not agreed on any Report on such 
Evidence to be submitted to your Lordships. 


In 1838 improved industrial conditions in England and 
the “ freezing out” of thousands of farmers, as usual accom- 
panied by lessened crops and high prices, brought about a 
reversal in conditions. Foreign competition had not yet risen 
to a height that seriously menaced English farmers. As a 
result moderate but fluctuating farm prosperity returned, es- 
pecially during the inflation period of the Crimean War. This 
prevailed until 1862. Then depression set in again with its 
usual manifestations and continued until 1870 when the 
Franco-German war brought about another inflation in prices. 

This period of inflation lasted only until 1874. Then a 
period of adversity set in which continued to the Great War, 
since which it has again been renewed. Foreign competition 
was now present in full force and has continued to this day. 
Quoting very briefly from Prothero’s English Farming Past 
and Present regarding the period of adversity that extended 
from 1874 to 1913: 


Meanwhile the outgoings of the farmer were steadily mounting upwards. 
Machinery cost more. Labor rose in price and deteriorated in efficiency. 
The expenses of production rose as the profits fell. . . . But the legislature 
was powerless to provide any substantial help. Food was, so to speak, a 
currency in which foreign nations paid for English manufactured goods and 
its cheapness was an undoubted blessing to the wage earning community. 
Thrown on their own resources, agriculturists fought the unequal contest 
with courage and tenacity. But as time went on the stress told more and 
more heavily. Manufacturing populations seemed to seek food markets 
everywhere except at home. Enterprise gradually weakened; landlords lost 
their ability to help, farmers their recuperative power. Prolonged depression 
checked costly improvements. Drainage was practically discontinued. Both 
owners and occupiers were engaged in the task of making both ends meet on 
vanishing incomes. Land deteriorated in condition; less labor was employed; 
less stock was kept; bills for cake and fertilizer were reduced. . . . Though 
milk and butter had fallen in price, dairy farmers were profiting by the 
cheapness of grain which was ruining their corn growing neighbors. Almost 
everywhere retrenchment, not development, was the enforced policy of 
agriculturists. 
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It was not until 1846 that Great Britain abandoned tariff 
protection for her farm industry. In that year the so-called 
Corn (Grain) Laws, which were only a part of Britain’s whole 
protective policy, were repealed. In 1835, wheat had fallen 
to the lowest price in fifty-four years. Prior to this there had 
been growing agitation by the consuming public against the 
Corn Laws. During the cheap prices around 1835 this agita- 
tion ceased. With low crops and higher prices from 1837 to 
1841 it was renewed. Industrial labor and urban population 
insistently clamored for cheaper food. The “ Anti-Corn Law 
League”’ was formed. Manufacturers joined in the cry be- 
cause reduced food costs meant lower manufacturing costs and 
nations sending farm and food products to the United Kingdom 
would take their pay in manufactured goods. The whole 
matter came to a climax with the short crop of 1845 and the 
insistent demand from other classes of the population forced 
the repeal of agricultural protection. 

This brief glimpse of the history of British agriculture for 
the past 110 years is to me prophetic of what agriculture in the 
United States may face unless very shortly, in the spirit of com- 
promise on that which is best for the future development of the 
nation as a whole, we adopt and pursue a wise policy of well- 
proportioned development as between agriculture and industry. 
A price balance will be the constant test as to whether we are 
sacrificing or exalting one at the expense of the other. 


Normal Equilibrium Between Prices of Farm Products 
and Manufactured Goods 


A false impression prevails that over a period of many years 
the prices of farm products, particularly as reflected in food 
prices, have been higher than the prices of other commodities. 
As a matter of fact, not once in the long period from 18g0 to 
1908 did the index number of wholesale prices of farm pro- 
ducts exceed the index number of all commodities; from 1890 
to 1896 the average annual excess compared with 1913 of all 
commodities over farm products was ten points. This was a 
period of peculiarly great agricultural and industrial distress 
in America and unemployed industrial labor, often unjustly 
labeled with the opprobrious epithet “hobo,” crawled by 
the hundreds of thousands through the hay mows and straw 
stacks of the farming regions of America. From 1897 to 1899, 
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the excess still averaged nine points a year; from 1900 to 1908 
the annual average excess of the all-commodities index over the 
farm products index was six points; from Ig09g to 1913 only 
twice did the index of farm products exceed the all-commo- 
dities index. In other words, in the twenty-four years from 
1890 to 1913, inclusive, only in 1910 and 1912 did wholesale 
prices of farm products on the average exceed the all-commo- 
dities price, and then only two points in each year. 

During the World War a reversal occurred. For the six- 
year period from 1914 to 1919 the average annual excess of 
farm products over all commodities was eleven points. Only 
in 1916 did all commodities exceed farm products, and then by 
four points. This exception was due no doubt in good part 
to the injury wrought by the German submarine campaign. 

During the post-war deflationary period of four years all 
commodities averaged fifteen points higher than farm products, 
In other words, in the total period of thirty-four years there 
were only seven during which farm products enjoyed an ad- 
vantage over all commodities. During twenty-seven years the 
advantage lay heavily with all commodities, of which farm 
products constitute less than twenty-seven per cent. Note 
Figures I and II. 

Ficure | 
INDEX NUMBERS OF AGRICULTURAL PRODUCTS, 


NON-AGRICULTURAL PRODUCTS AND 
“ALL COMMODITIES” 


INDEX 
NUMBERS T 
1913=100 | 
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210 7 (Farm price) ~ 
All commodities 
190 (Wholesale price) — 
| } | 
160 
150 —Nen-Agricultura! products 
130 — 


120 
10 
100 
90 


SALOL 
1913 1914 1915 1916 1917 1918 I919 1920 1921 1922 1923 1924 
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Ficure II 


PURCHASING POWER OF FARM PRODUCTS 
AND AGRICULTURAL. PRODUCTS 
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In this connection it is important to remember two things: 
First, that the all-commodities index number includes farm 
products and that if they were eliminated the disadvantageous 
relation of farm products often would be more pronounced ; 
and second, the index numbers under discussion are based on 
wholesale prices and not on farm prices. Farm prices are in- 
variably lower than wholesale prices, which are based on cen- 
tral market prices and include transportation and other charges. 

A third point to be remembered is that even when farm- 
products indices show an improved situation in agriculture it 
may be due to high prices in a few farm industries and the 
improvement may not affect farming in general. 

For instance, if the price of cotton, which in September, 
1924, was 179 per cent of the price in 1913, a drop from 224 
per cent in August, and the price of wool, which was 213 per 
cent, were eliminated, the average of the other 108 items in 
the farm-products group is still somewhat under the all- 
commodities figure. 

For reference and comparison the Bureau of Labor Statis- 
tics index numbers of all commodities and of farm products 
are set out in the accompanying table. The accumulated ex- 
cess of all commodities over farm products was as 208:74. 
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The all-commodities index number now includes 454 items, of 
which 110 are in the farm products group. 


TABLE 1 
COMPARISON OF INDEX NUMBERS OF FARM COMMODITIES AND ALL 
CommMopiTiEs. 1890-1923, INCLUSIVE 


] 
| Excess all | Excess farm 
Y All | Farm commodities |products over 
mead commodities | products over farm all com- 
products modities 

18QO 81 70 11 
80 75 5 
75 68 7 
TEQZ 77 71 6 ° 
1894 79 | 61 8 ee 
1895 70 61 9 
1896 67 55 12 
1897 67 59 8 
1898 .....- 70 63 7 
BQOO 81 70 
79 74 5 
1QO2 4 I 3 
1904 86 81 5 
8 | 79 7 
1906 89 9 ee 
94 87 7 
1908 go 86 4 one 
IQIO lol 103 2 
voce! 100 100 cee 
98 103 5 
101 104 | 3 
TQIO | 127 123 4 eee 
177 190 13 
194 218 24 
IQIQ 231 25 
IQ2E voce Sees 147 124 23 
149 133 16 

Accumulated excess 208 74 


So much for the contention that the farmer is now merely 
taking his medicine in an evening-up process. He never has 


been ahead, in so far as income from the sale of his products 
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is concerned, and he has only thriven by reason of the oper- 
ation of other forces which have over a period of years con- 


stantly increased his estate through appreciation in the value 
of his land. 


Agricultural Prices Must Be Viewed from Several Standpoints 


To see the situation clearly, agricultural prices must be 
viewed at least from the standpoint (1) of the money price, 
(2) of price in terms of purchasing power of other products, 
and (3) of price in terms of purchasing power per acre. Now 
that we have reached the point where farming must be regarded 
more as a business than as a mode of living, we are brought face 
to face with the fact that there has rarely been a time in our 
recent history when the average earnings of farm lands in 
America justified prevailing land prices. 

In the confines of so brief a paper only a few thoughts can 
be suggested. Take the case of wheat. In July, 1923, the 
price of No. 2 Hard Winter at Kansas City was 96 cents, the 
lowest since pre-war days. At that, its money price was 3 
cents above the average that prevailed during the 10 years 
from 1905 to 1914. This indicates that the trouble was not 
with the price in dollars. At the same time, if the price of 
wheat had been equal to the ten-year pre-war purchasing 
power in terms of other commodities, it should have been $1.53. 

In the case of cotton the situation is reversed. Professor 
Warren in his new book on the agricultural situation illustrates 
it as follows: “ The price paid to farmers for cotton in Decem- 
ber, 1923, was 31 cents per pound. The price index was 254, 
when pre-war is 100 (1910-1914). The purchasing power of 
cotton at this time was 165 based upon its unit price. How- 
ever, the yield per acre was so much below the average that its 
purchasing power per acre was only 127.” The foregoing 
pictures the average for the Cotton Belt. In Georgia the boll 
weevil and army worm were so destructive that the yield was 
only 82 lbs. per acre, thus reducing the index number of value 
per acre to 109 and the purchasing power to 71. Per contra, 
North Carolina had a yield of 290 lbs. per acre, an index 
number of value of 288 and a purchasing power of 187. 

Similar consideration must be given to other factors. For 
instance, I recently received a special bulletin from an asso- 


ciation of publishers, which stated: ‘“ Farm prosperity keeps 
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growing—figures on increased farm buying power now reach 
nearly two billion dollars.” In the very misleading statements 
that followed, almost nine hundred million of the two billion 
gain is attributed to corn. 

The facts regarding the corn situation are that the crop is 
the smallest since 1913, approximating less than 2,500,000,000 
bushels. So we have a problem which this special bulletin 
apparently did not recognize, of selling 500,000,000 bushels 
less of a crop for $880,000,000 more money, at prevailing 
prices. 

Needless to say, it can not be done. The increase in money 
value will little more than make up for the decrease in units 
available for sale. But even in this case an added feature must 
be taken into account. While 4,936,692 of our farms grew 
corn in 1920, 4,850,807 also kept swine. In other words, an 
increase in the value of corn does not constitute an increase in 
farm wealth unless after being converted into finished product, 
namely, pork or beef, a higher return is received. 

As a matter of fact, while the purchasing power of corn is 
124, the purchasing power of live hogs at Chicago is 76. The 
question then is, how can you feed corn that is twenty-four 
points above par to hogs than are twenty-four points below 
par, and at the same time attain the prosperity pictured in the 
newspapers ? 

In the case of wheat the situation is different, although its 
purchasing power is only two points under 1913. Here we 
have a genuine windfall. The wheat crop of the Northern 
Hemisphere in countries with available surplus is eighteen per 
cent less than last year. The wheat crop of the United States 
is nine per cent greater than it was a year ago, and the im- 
provement is particularly noticeable in the Western and North- 
western states. Ifthe proponents of vastly reduced production 
had had their way we would not have had this additional 
surplus in this year of higher prices. Does this not suggest 
that possibly it is not so much reduced production we want; 
as some sensible, businesslike method of disposing of the 
surplus? 

In obtaining fanciful figures of increased farm income it is 
quite customary not only to treat corn as outlined above but 
also to discuss such feedstuffs as oats, cotton-seed, hay and the 
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grain sorghums in similar fashion. While advances in value 
of these may assist particular farmers, they do not increase 
purchasing power of farmers as a whole. 


World Competitors in the Agricultural Field 


It is worth our while to get a glimpse of the competition the 
American farmer must meet in the world market. The great- 
est producers of agricultural products, in other words the four 
predominant agricultural nations of the world, in order of 
intrinsic importance, are the United States, Russia, China, 
and India. 

Russian surpluses are not great at the moment but are very 
disturbing because of their concentration in government hands. 
China does not compete with us on any considerable scale. 
India, with her desperately low standard of living, exerts a 
powerful influence on both wheat and cotton prices and is 
growing yearly as acorn exporter. The peasant nations of the 
Balkans also compete with us for the wheat, rye, corn and lard 
market. Our long-staple cotton growers must sell in com- 
petition with the production of the Egyptian fellaheen, per- 
haps the lowest-paid workers in the world. 

These bare statements throw upon the screen a picture of 
competitive conditions for the American farmer unlike any- 
thing to which American industrial labor is laid open. If he 
is to survive with a decent standard of living, the American 
farmer must evince a degree of efficiency and he needs a 
favorable “break” in his behalf that will give him full 
equality of opportunity or even an advantage that will out- 
weigh low wages, excessive labor on the part of women and 
children, and low standards of living with all their implications. 

Certain Dominions of the great British Empire afford an- 
other type of competition, due to small populations with conse- 
quently large exportable surpluses that must be sold in the 
world market at any price they will bring. The same is true 
of a few individual nations, such as Argentina with its peon 
labor, which, although producing only a few hundred million 
bushels of corn, nevertheless has the largest quantity freely 
available for export of any nation in the world. The live- 
stock production of that country likewise is one of the most 
difficult factors in world competition. The American beef pro- 
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ducer, in spite of the high cost disadvantages under which he 
labors, is enabled through the distributive machinery at his 
command to sell beef products that come from live cattle at 
ten cents a pound in competition with Argentina’s products 
that sold on the hoof at three cents a pound. 


The Relation of the Tariff to the Agricultural Problem 


Being a protectionist, I have no desire nor purpose to ascribe 
all our agricultural woes to the imperfections of the tariff. 
Many other factors have been contributory. Because of 
present emphasis upon one, I would not have you think the 
others are ignored. To attain a price balance inside our coun- 
try by lifting the agricultural level is largely the controlling 
thought. To secure this end by lowering the industrial level 
would to my mind be destructive, not constructive. To lift the 
world level of farm product prices to the United States level of 
non-agricultural products is humanly impossible; only nature 
or world-wide monopoly could do this. 

To bring agriculture up to reasonable parity with industry 
and later to deflate both, in so far as practicable, gradually over 
a period of years, would have elements of justice and would to 
an extent promote world recovery by facilitating exchange of 
commodities between Europe and America. 

Since the time of James Madison and Alexander Hamilton 
manufacturing industries in America have been afforded an 
unusual degree of tariff protection. Unquestionably this policy 
has played an important réle in the marvelous industrial 
progress of America. The whole nation has shared in the 
benefits flowing from it, even though its application may not 
always have been wholly fair and uniform. 

Many of the farmer’s products have received protection. 
All such protection is effective to a certain extent. In the 
case of products of which our farms and ranches produce a 
deficiency for our domestic needs, it may be said to be one- 
hundred-per-cent effective. Two excellent illustrations of this 
are sugar and wool. 

We are the greatest users of wool in the world and produce 
less than one-half of each pound that we need. The lack of 
adequate tariff protection reduced our sheep flock from over 


52,000,000 in 1912 to about 36,000,000 head in 1922. With 
[166] 


— 
I 


No. 2] AGRICULTURE AND INDUSTRY 19 


the restoration of the tariff by the Emergency Act of 1921 and 
its successor, the Fordney- McCumber Law, our sheep men had 
already added over two million head to their holdings by 
January I, 1924. From an average price of 16.4 cents at the 
farm in 1921, wool rose to 38.9 cents in 1923. 

Of sugar we consume 104 pounds per capita yearly and 
produce about 52 pounds. Every tariff law that has raised the 
duty has raised the price, and every one—including Cuban 
Reciprocity—that has lowered it has reduced the price. There 
were 318,489 sugar-growers in the United States in 1920 and 
customs duties have protected them effectively. No fewer than 
271,278 farms were reported as growing sugar cane, and 47,211 
sugar beets. The average price of raw (96° centrifugal) sugar 
at New York for 1921 was .047 cents per pound; for 1923 it 
was .07 cents, in spite of a world crop nearly 1,000,000 tons 
greater than in 1921. 

The tariff is also effective to an extent with respect to those 
products in which export trade is small by reason of the in- 
herent character of the product, such as its perishability or its 
low value compared to its tonnage. Even in the case of a gross 
product like potatoes it is effective whenever domestic produc- 
tion is in reasonable line with domestic needs and the domestic 
price level is not high enough above the level of some exporting 
country so that the latter can afford to pay both the trans- 
portation costs and the customs duty in order to enter its 
product here. Danish, Irish and Scotch potatoes have in the 
past come to the United States and may do so again. Canary 
Island onions can be landed in New York City at times as 
cheaply as onions from the vegetable-growing sections of west- 
ern New York state. This is largely a freight rate problem. 

Foreign prices determine domestic prices of export crops 
and products. Although we may export only one bushel of 
wheat in five, the Liverpool price, which is usually taken as 
reflective of the world price, determines the price of the whole 
American crop, not only the one bushel that is shipped away 
but the four bushels that we use at home. 

Similarly, in the case of swine, we export on the average an 
equivalent of one hog in eight, but that one largely determines 
the price of the other seven. 
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Wheat and the Tariff 


The reason the conventional tariff is not an effective device 
for the protection of export products of agriculture is apparent. 
To be effective the price must be determined behind the tariff 
wall. The price of export surpluses is determined in the world 
market outside the tariff wall. How could our tariff affect a 
price made in Liverpool unless the commodity is offered for 
import into the United States? 

In a genuine sense our export crops im toto become an indis- 
criminate part of the world production of that crop or product. 
Except as protective tariffs and other devices modify the situ- 
ation, the world price is the domestic price in exporting coun- 
tries, plus charges. 

I do not wish to minimize a definite effectiveness of the 
tariff wherever a protective duty is laid. To the extent of that 
duty, at least, a hurdle is erected over which competitive for- 
eign products must jump if they are to come into this country 
and thus compete effectively. However, ineffectiveness of a 
distinct sort there is, and it can be illustrated with wheat as well 
as any other product. 

The Tariff Act of 1922 laid a duty of 30 cents a bushel on all 
wheat imports. In spite of this relatively heavy duty, in the 
fiscal year ended June 30, 1923, we imported 18,050,000 
bushels of Canadian wheat. During the nine months from 
July, 1923, to March, 1924, inclusive, imports of Canadian 
wheat and flour totaled 23,498,000 bushels. During the three 
remaining months of the fiscal year, April to June, inclusive, 
the imports declined perpendicularly to 2,271,000 bushels. 

By reason of the acute condition of the American wheat 
farmer, President Coolidge, anxious to be helpful in any way 
that gave promise of results, had exercised his powers under 
the elastic provisions of Section 315 of the tariff law and, basing 
his action upon a Tariff Commission report, elevated the duty 
on wheat 12 cents a bushel, namely, to 42 cents, effective April 
7, 1924. Now if the tariff were an effective protective agency 
under the circumstances existing, the price of wheat if anything 
should have risen. As a matter of fact, with the 12 cent in- 
crease in the tariff, the price in a period of less than thirty 
days declined ten cents. 


A word of detail will complete the picture. On March 6, 
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1924, the day prior to the date of the President’s proclamation 
raising the import duty, Chicago wheat closed as follows: 


During the two succeeding days the prices advanced approxi- 
mately one cent. On March 10 a decline set in and by March 
26 the same futures quoted above sold as follows: 


$1.00% 
1.02 


At the end of March a gradual advance set in, but the May 
future expired without ever reaching the level of March 6. Its 
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highest point was touched on May 26 when it reached $1.07. 
On that date the July future touched $1.09 but a week later 
had declined six cents and was about $1.03 on June 2. Then 
unfavorable reports began to come in regarding the prospects 
for the Canadian crop and for other wheat crops in the North- 
ern Hemisphere, with the result that by the middle of June the 
price had returned to about the March 6 level. A recession in 
wheat beginning in March is unusual; by all the signs the op- 
posite should have occurred. The Southern Hemisphere’s 
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crops had been harvested and marketed; the condition of the 
United States winter-wheat crop was none too good, farmers 
had reduced their acreage, and American industry was hum- 
ming as it had never hummed before except in wartime, thus 
giving American labor an unusually high purchasing power. 
Withal our wheat price was somewhat above the world level, 
premium grades benefiting espec‘ally. 

Now wheat has by no means been the worst sufferer during 
the agricultural panic. Volumes have been written about the 
wheat farmers’ misfortunes. They have been great. But 
cattle and hog producers have suffered more. Figure III 
shows the relative situation. 

It is in point to remind you that while the 1920 census 
showed 2,225,000 farms producing wheat, 4,851,000 kept hogs; 
5,358,000 beef and dairy cattle—1,841,000 carrying the former 
and 4,566,000, the latter. 


Wages and Farm Prices 


There has been much appeal to the natural selfishness and 
prejudice of the consumer in the recent discussion of farm 
relief. This is not unnatural and calls for no recrimination be- 
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mind that both money and “ real” wages have advanced de- 
cidedly in industry during the extended period while the 
farmers’ prices were declining. 

Figure No. IV shows the relation of union, railway, and New 
York factory wages to farm prices of farm products and farm 
wages. The index numbers for railway and union wages are 
compiled only once a year anid of course are not yet available 
for 1924. Railway wages are approximately 190 per cent of 
1913. Union wages, not including railway employees, are 
about 200 and New York factory wages are nearly 225. 

On the other hand, farm wages stand at approximately 160, 
and farm products at 134. At the same time hours of work in 
industry and transportation have been shortened until prac- 
tically all organized trades have an eight-hour day. Accord- 
ing to statements of the Industrial Conference Board, 89 per 
cent work 48 hours or less per week, but in the building trades 
97 per cent have a Saturday half holiday and work 44 hours or 
less. Compared with the building trades, 68 per cent of all 
trades work 48 hours or less. In many cities, carpenters, 
plasterers, bricklayers, plumbers and other workers receive 
as much for a day’s work as the money value of an acre of 
wheat. One of the natural results of this situation is an undue 
depreciation in the farm plant because of the high cost of 
artisans to do repairs that lie outside the farmer’s capability. 


Price of Farm Machinery in Terms of Purchasing 
Power of Hogs 


Index numbers as used in this paper have served to give a 
general picture of the depreciated purchasing power of farm 
products. For convenience they have been based on wholesale 
prices. The farmer buys at retail and sells at less than whole- 
sale. This adds to the disparity of his position. The National 
Industrial Conference Board recently published a series of 
most interesting charts using retail prices of selected articles 
bought by farmers, and per acre value instead of unit prices, 
to show the farmer’s plight. These disclose that in 1923 the 
purchasing power of an acre of crops stood at 71 when the 
value per acre was 131 compared with 1914 and the prices of 
articles bought by the farmer stood at 186. A few specific 
illustrations, applied especially to farm implements without 
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which the farmer cannot function, will drive the matter home 
somewhat more concretely. 

In 1913, a 14-inch gang plow cost $53.25, and 744 pounds of 
live hogs at the average prices prevailing in that year would 
pay forthe plow. In 1923, the same gang plow put out by the 
same manufacturer cost $99.00 and required 1549 pounds of 
live hogs to purchase it. In other words, the cost in 1923 was 
208 per cent of 1913. 

In 1913, a two-row corn planter cost $31.75, and 443 pounds 
of live hogs commanded the price of the corn planter. In 
1923, the same planter cost $64.50 and it took 1009 pounds of 
pork to buy it, an increase of 228 per cent over 1913. And at 
that, implement manufacturers were having a most serious 
time. 

Examples like this could be multiplied by hundreds. In 
September, the latest month for which the Bureau of Labor 
Statistics indices are available, the wholesale index of non- 
agricultural commodities was 153, and the index of crops and 
livestock, as prepared by the Bureau of Agricultural Econ- 
omics,* U. S. Department of Agriculture, was 134, or nineteen 
points less. 

Within the agricultural group, crops, which term in this case 
includes wheat, corn, oats, barley, rye, buckwheat, potatoes, 
hay, cotton and flax, representing about four-fifths of the value 
of all crops, stood at 154, while livestock, which includes hogs, 
beef, veal, sheep, lamb and chickens, stood at 113. It is corn 
at 185 per cent of 1913, and cotton at 179, that bring the crop 
index number to 154. All commodities for September, 1924, 
also stand at 154. 

How Can Price Balance Be Secured? 

Two closely related characteristics dominate agriculture 
everywhere. One is relative inability to control production; 
the other is the great number of isolated and independent units 
engaged. There are six and one-half million farms in the 
United States, each sustaining a family averaging about five 
persons. All are governed by the circumstances of their par- 
ticular environment. Their freedom of action is circumscribed 
by many factors, the most important of which are beyond their 
control. 


1 To this bureau I am indebted for preparing the graphs used in this paper. 
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The lack of success that in the past has attended efforts to 
relieve agricultural distress shows how difficult the problem is. 
Some of the things that should be given consideration are 
suggested below: 


1. Adjustment of Production to Demand. 


Agricultural distress is an international, not a domestic 
phenomenon. But note well that the European farmer has this 
enormous advantage over our farmer. His home price is our 
home price with a complex of rail, ocean and other transpor- 
tation expenses, and other costs added. On November 14, the 
price of wheat at Liverpool was $1.77 and at Kansas City $1.44. 
Our farmer, driven by necessity, has done the best he could in 
the circumstances. Even though he reduces his acreage quickly, 
nature may give him a yield so high as to produce a bigger crop 
from a smaller acreage. 

To illustrate: In 1914 our cotton planters picked over 
16,000,000 bales from something less than 37,000,000 acres. 
In 1923 they picked only a little more than 10,000,000 bales 
from almost thirty-seven and one-half million acres. So acute 
was the shortage that the 10,000,000 bale crop sold for $1,563,- 
000,000, while the 16,000,000 bale crop brought only $549,- 
000,000, or over a billion dollars less. 

There prevails an erroneous opinion that the wheat grower 
has not been diligent in reducing acreage. In 1919 he har- 
vested 968,000,000 bushels from 75,694,000 acres; while by 
1924 he had cut this acreage to 53,818,000 but harvested 856,- 
000,000 bushels. By reason of relatively high yield this 
year the crop was only 112,000,000 bushels less in spite of an 
almost 22,000,000-acre reduction in area. It may be set down 
as physically impossible for the farmer to accommodate his 
production to demand except in a general way. Taking the 
average yield of 14 bushels per acre, a cut of 22,000,000 acres 
should have cut the crop over 300,000,000 bushels. “ Man 
proposes ; God disposes.” 

Pig iron production, which can be controlled, was cut from 
36,000,000 tons in 1920 to 16,000,000 tons in 1921, a reduction 
in output of 55 per cent in one year. Meanwhile the price 
was cut 40 per cent. 

As an interesting side-light, our exports of meat and meat 
products declined 40 per cent in quantity between I919 and 
1921, but their value declined almost 71 per cent. 
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In spite of almost insuperable difficulties there must be great 
effort to adjust supply to demand with some exactness. In 
many ways it is a sad commentary that generous production 
should so penalize the producer as to drive him from his task. 
This is particularly so when ere long overdiminished produc- 
tion will increase the cost of living, calling either for the revival 
of agriculture or the removal of tariff bars to admit cheap food- 
stuffs from other countries. 


2. Establishment of a Suitable Device to Deal with the Problem 
of the Export Surplus. 


It is not the purpose here to discuss this factor except most 
briefly. The agricultural export corporation plan as set out in 
the McNary-Haugen bill’ failed of passage during the last 
session of Congress in spite of almost unanimous agricultural 
support. 

Stated most briefly that plan proposed to equalize domestic 
supply of export farm products to domestic demand at a fair 
exchange value in terms of all commodities. This end was to 
be attained by diverting the surplus, which is small in relation 
to the whole annual production, to the world market at the 
world price. 

Existing private agencies and existing facilities of pro- 
cessing and distribution were to be used to the fullest possible 
extent of their adequacy and availability with proper com- 
pensation. The loss sustained in selling at the world price the 
fraction of the crop exported after buying it on a higher 


1 The present writer prepared the foundation draft of this measure (S. 3091 
and H. R. 9033: 68th Congress, First Session) with the approval of the late 
Secretary of Agriculture, Henry C. Wallace. It was perfected later in 
cooperation with the Legislative Drafting Counsel of both the House of 
Representatives and the Senate under the direction of Senator Charles L. 
McNary of Oregon and Representative Gilbert N. Haugen of Iowa, re- 
spectively, Vice-Chairman, Committee on Agriculture and Forestry of the 
Senate and Chairman, Committee on Agriculture of the House. To those 
interested in familiarizing themselves with this plan I suggest a perusal of 
the Majority Report No. 631, 68th Congress, First Session, which I prepared 
at the request of the Committee on Agriculture of the House of Representa- 
tives. The principles involved were published in 1922 by George N. Peek 
and Gen. Hugh S. Johnson of Moline, Ill. As long ago as 1894 the late 
David Lubin of California, originator of the International Institute of 
Agriculture at Rome, presented the same problem and his suggested solution 
to the annual meeting of the National Grange at Springfield, III. 
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domestic level and the expenses of operation were to be borne 
by the farmer through the operation of a so-called “ equali- 
zation fund”. 

Farmers generally and their advisers are not determined 
upon any one solution of the surplus problem to the exclusion 
of all others. They merely insist that there can be no stability 
in the farm price level and no balance between agriculture and 
industry without some device to deal with it. Other methods 
that have been suggested are the payment of an export bounty 
and the outright purchase of the surplus by the Government 
which would take a loss on it to be borne by the Treasury. 


3. Increase in the General Price Level. 


Operation of all remedial work must be interrelated. Need- 
less to say, any conscious deflationary activities, if such there 
be, should be stopped. If new deflation sets in every effort 
should be made to check it. After deflation, even when pur- 
chasing power of his products improves, the farmer is worse 
off than appears on the surface. The major part of his debt 
has been incurred while the dollar was cheap. During this 
time a farm may have been bought for $40,000, with $10,000 
paid down. When deflation starts—and to the farmer this 
means reduced buying power of his goods in terms of labor 
and of the goods he needs and of payments due by him—the 
farm in hundreds of thousands of cases is sold under foreclosure 
for less than the buyer’s equity. The farmer then loses not only 
his $10,000 but owes a deficit between the sale price and $30,- 
ooo. If he tries to hang on—as he almost always does—he 
pays interest and taxes on a high valuation over a period of 
years of low purchasing power. As all payments must be 
made out of current income with a greatly depreciated dollar 
it would only be fair to maintain a price level as nearly as 
possible equal to the general range of prices at which the 
major part of the farm indebtedness has been incurred. 


4. Reduction of Direct Taxes. 


The farmer is overtaxed and not undertaxed. In 1914 he 
paid roughly 330 millions of dollars in general property taxes; 
in 1923, well over $800,000,000—more than the whole wheat 
crop of the country sold for. 

The proportion of the farmer’s income taken for taxes has 
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risen from about twelve per cent in 1919 to forty in 1923 in 
some of the states. This process long continued will result in 
taxing the farmer out of his property and will increase 
tenantry to a great and undesirable extent. 


5. Reduction of Freight Rates. 


The post-war situation of the railroads resembles that of 
the wheat producer whose prices were fixed during the war. 
If reduction of rates is undertaken—and it seems possible that 
this might be done as to specific farm products without the 
necessity for denying good transportation service—great 
caution must be exercised lest the transportation industry be 
projected into a distress similar to that of agriculture. 

Although railway revenue per ton-mile for three years has 
averaged 87 per cent above pre-war, while farm prices of food 
products have averaged only 24 per cent above, it will prove 
better public policy to strive to level agricultural prices up 
than to jeopardize our whole prosperity by tearing down the 
price level of industry and transportation. 


6. Increased Efficiency in Production. 


It is a fixed and favorite belief of many commentators on 
the American farmer that he is inefficient and that a large part 
of his difficulty arises from this fact. Efficiency means in- 
creased production and the very persons who criticize in- 
efficiency are the ones who say that production must 
be reduced. They incidentally are also the ones that say 
any method of curing price disparity will increase the cost of 
living, overlooking the fact that reduced production will also 
increase the cost of living. The contradictoriness of their 
position does not seem to have occurred to them. 

We do need some degree of reorganization within agricul- 
ture itself and the greatest possible efficiency to adapt it more 
nearly to the new conditions of competition that have emerged 
from the war flux and the accompanying deflation. Conditions 
that force prices down by healthy competition bearing evenly 
on all classes of the citizenship cannot be objected to rightly. 
On the other hand, our wheat grower can very properly object 
to being thrown into direct competition with the low-standard- 
of-living producers of India, Argentina and Russia. Our 
cotton grower, even though in his blind pursuit of the fetish 
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of free trade he may not realize it, is entitled to be protected 
in his competition with the fellaheen of Egypt. The livestock 
raisers of our Middle West and West are certainly worthy of 
adequate protection from the low-cost production of a country 
like Argentina with its ill-paid peon labor. Nevertheless, such 
protection must not be carried to a point that merely places a 
premium on inefficiency. 

American farmers produce 2.3 times more per capita than 
farmers of the United Kingdom, 2.5 more than German farm- 
ers, 3.2 more than the French farmer, and 6.5 more than the 
Italian farmer. Education, intelligence, modern implements 
and similar factors are the answer—not inefficiency. More 
can be obtained and every agricultural agency is striving to 
this end, as is the farmer himself, driven by the acuteness 
of his economic situation. 


7. Increased Economy in Distribution. 


In 1923, when the farmer was suffering peculiar distress, 
prices paid to him for food were 22 per cent above pre-war 
rates ; wholesale prices in the cities were 42 per cent above pre- 
war, but retail prices were 57 per cent above pre-war. In 
specific products the disparity was even greater. We have an 
efficient system of distribution with respect to the physical 
handling of products, but the expense and cost of our system 
is so great as to be a distinct burden upon the national welfare 
and is deserving of such attention as will if possible give some 
relief by narrowing excessive spreads. However, I do not 
wish to appear unduly critical of our distributive agencies, 
particularly as related to the agricultural depression. To 
illustrate, the usual allowance for marketing expenses in wheat 
at the Minneapolis terminal, exclusive of transportation, is 
seven cents per bushel. As the disparity of purchasing power 
of wheat in 1923 was about fifty cents a bushel, it is perfectly 
apparent that if someone paid the farmer’s whole marketing 
cost, even including transportation, his condition would be 
improved only moderately. 


8. Further Extension of Cooperative Marketing. 


Just as the corporate form of organization fits industry and 
business the cooperative form has proven in the experience of 
many years better suited to agriculture than any other method 

(177] 


| 


30 FUTURE OF PRICES AT HOME AND ABROAD  [Vor. XI 


yet devised. Cooperation should be fostered, too, because of 
the economies and improvements it makes possible and because 
of the opportunity it creates for effecting other improvements 
such as better adjustment of production, and similar things. 


9. Repression of Agricultural Exploitation. 


This title is used in two senses: First, in the sense of keeping 
land prices within reasonable bounds, and second, desisting 
from uneconomic extension of farming on marginal lands. 
The farmer is no different from the investor in securities. He 
buys land because he understands land. It is the natural 
outlet for his surplus funds. The amount of land that changes 
hands each year is not great compared with the whole, prob- 
ably not more than five to six per cent per annum, if that. 
Rural bankers, merchants and professional men are far more 
responsible for speculation in farm lands than are farmers 
themselves. 

The farmer nine times in ten buys land to use it for pro- 
ductive purposes. The others buy it for a rise. Farm hands 
and farmers’ sons are thus deprived of farm lands at reason- 
able prices. Not only in America but throughout the world 
prices of farm lands have for many years been above a price 
that would be justified by their earning capacity on the aver- 
age. Only recently the President of Austria, himself a highly 
trained economist, has made this comment regarding lands in 
the republic over which he presides. 

In America the tariff has been one of the potent factors in 
raising the price of land. Thus the most important instru- 
mentality of production is made more expensive to those who 
would come into the industry without at the same time rate- 
ably affecting the price of products so that the wage return will 
be commensurate with the cost of the plant. So far as present 
owners of farms are concerned, if crops and livestock do not 
make them a fair return they will not complain unduly if lands 
rise in value so that at the end of a given period they are better 
off than they were at its beginning. 

The investor in stock-exchange securities worries little if 
his Pennsylvania holds its own or even recedes a point or two, 
if his Steel goes up eight or ten points. However, in so far 
as farming is concerned, we have reached the point where, un- 
less we are willing gradually to descend into a peasant type of 
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agriculture, steps should be taken to keep the price of farm 
lands in reasonable equilibrium with earning power of land. 

With respect to extension of agricultural acreage, as shown 
elsewhere in this paper, the ten years between 1910 and 1920 
showed that increase in the number of farms and in the num- 
ber of acres of improved land had come to a relative standstill. 
Nevertheless, sparsely settled states, railway corporations, 
colonization and immigration departments of numerous states 
are constantly doing their utmost to attract non-agricultural 
people to their vacant lands. Activities of this sort should 
be kept within reasonable bounds and it would be of un- 
doubted advantage to the nation at large if a conference of 
officials and others responsible for such activities could be 
called in order that a sound policy and program could be 
laid out and entered upon. Included in this thought are 
extensions of irrigation projects, both public and private. 
Enormous acreages of land that are relatively unproductive 
could well be replanted to forest, as to which the next gener- 
ation will probably be confronted with a relative shortage. 
Growing trees produce wealth at a minimum of expense. I 
only suggest two points under this topic although many others 
could be wisely stressed. 


10. Increase of Domestic Demand. 


The farmer’s great market is the home market. A one per 
cent improvement there will be the equivalent of a five per 
cent to twenty-five per cent improvement elsewhere. Some 
112,000,000 people with unparalleled purchasing power repre- 
sent a consumptive outlet of extraordinary importance. In 
view of the high level of wages it is doubtful whether this 
avenue of relief presents great present possibilities. Wage 
earners are already buying to their limit. Nevertheless, it 
should be cultivated, particularly in the direction of producing 
raw materials that can be utilized in industry as distinguished 
from food products, whose consumption in the main is largely 
static. 


11. Increase of Foreign Market Outlets. 


In the case of specific products there is opportunity for 
improvement of our product to meet the preferences of certain 
foreign markets. Too much can not be expected from in- 
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creased foreign demand. Nevertheless, it must be remem- 
bered that of the total exports of the United States in 1923, 
valued at slightly more than four billion dollars, almost two 
billions consisted of farm products. The retention and im- 
provement of this market in order that moderate surpluses, 
which in the nature of things will be produced in spite of the 
greatest care, may be disposed of advantageously, is worth 
serious attention. 


12. Extension of the Practice of Diversification. 


The farmer has been adjured by everybody from his banker 
to his grocery boy to diversify. Diversification is a good 
thing. It is wise farming and should be practiced to the full 
extent of its economic soundness. However, it must be clearly 
understood that specialization in agriculture is analogous to 
specialized factory production and division of labor in in- 
dustry. We do not roll tinplate in a cast-iron pipe plant. 
The corn belt, the cotton belt, the wheat areas, the cattle 
country, the feeding territory, the dairy, fruit and trucking 
sections, are all expressions of economic selection based on 
fitness for particular agricultural industries. During the long 
continued depression dairy products have until very recently 
been relatively free from distress. The diversification doc- 
trine has now spread to such extent that areas are producing 
dairy products that are not genuinely fitted for their produc- 
tion. The result has been a loss of market for the genuinely 
adapted dairy sections and they are now beginning to feel 
the lack of price balance which has long affected the cattle, 
hog and grain growers. 

The best diversification is that which insures the farmer and 
his family their major home-food needs. This minimizes the 
outgo at retail prices, which are always relatively high. 
Furthermore, nothing whatever included in the term ‘“ good 
farming ” should be omitted by the farmer. Likewise, scien- 
tific research should be pushed to the limit and its results made 
available to the farmer in practical ways. 


Other Causes to which Agricultural Depression is Attributed 


Among other reasons blamed for the situation under dis- 
cussion are: (1) lack of credit; (2) speculation on the produce 


exchanges; (3) lack of thrift on the farmer’s part; (4) under- 
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taking of agricultural pursuits by unadapted persons; (5) in- 
efficiency of the middleman system; and (6) reliance on legis- 
lative nostrums. 

As to credit, Congress has provided generously not only for 
agriculture but also for industry and commerce. Individual 
farmers may lack needed credit for a great variety of reasons 
but farming as a whole is not in want of credit. 

Abusive discussion of the commodity exchanges is fine ma- 
terial for the propagandist, but these bodies are instruments of 
great value in crop distribution. This does not mean that their 
every practice is at all times in the best interest of the producer. 

The farmers’ lack of thrift usually simmers down to the fact 
that they are large buyers and users of automobiles. Who has 
greater legitimate need for quick transportation than those who 
live at great distance in the country? Farmers are great 
buyers of the motor car that gives them the greatest return in 
service at the lowest cost. Their recent inability to buy is 
reflected in the quarterly reports of the builders. 

Ill adapted persons—misfits—there are in every occupation. 
Successful farming is a pursuit so difficult that in this crisis the 
fit have failed along with the unfit. The situation is world- 
wide but we have no device to protect agriculture as the tariff 
protects industry and industrial labor. 

The middleman system is not all that it should be. It “ just 
growed ” in response to demands made upon it. It can not and 
should not be scrapped. It should be improved and required 
without undue waste to perform the economic services de- 
manded of it. 

As to reliance on legislative nostrums for agricultural relief, 
the farmer is in similar case with the colored man’s wife in 
the old burnt-cork chestnut in which the end man says his 
wife is always asking for money. In reply to the interlocutor’s 
query as to what she does with it, he answers: “I dunno, I 
ain’t guv her any yet.” Aside from this, the legislation the 
other fellow wants is always a nostrum and what I want is 
always sound, economic, and in the interest of the whole people. 
Those holding this view are also prone to regard the farmer as 
a radical. This is just what he is not, never has been, and 
never will be, given in fair measure the equality of opportunity 
and treatment to which he is entitled. The recent elections are 
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a comprehensive answer to this charge. The danger that the 
farmer in America will be driven into the arms of the radical 
minority of the labor movement is remote. This has happened 
in the great agricultural commonwealth of Australia much 
to its continued disadvantage. It is the part of wise states- 
manship at this juncture in the United States to avoid any 
such danger and the Commission of Agricultural Inquiry just 
appointed by President Coolidge has an opportunity to render 
a great national service in this respect. 

The late and greatly lamented Secretary Wallace gave neat 
and telling expression to the /aissez-faire attitude toward the 
farmer in this crisis, as follows, in an address before the 
American Farm Economic Association some months before 
his death: 


Produce as much as you can and as cheaply as you can of what you can 
produce best; spend as little as you can; do without everything you can; 
work as hard as you can; make your wife and children work as hard as they 
can. Having done this take what comfort you can in the thought that if you 
succeed in doing what you set out to do, and if most other farmers also 
succeed, you will have produced larger crops than can be sold at a profit and 
still will be under the harrow. 

Nevertheless, the average farmer is forced by unhappy circumstance to 
adopt exactly that policy. It is not good for the farmer, not good for the 
farmer’s wife and children, not good for the nation. 

There are those who lean to the view that it is by following such a 
program as I have outlined that the farmer must work out his salvation. 
They say that during the depression of the last three years the farmer found 
himself exactly where he ought to have known he would find himself. That 
such periods always follow wars, and that the farmer should have known 
that and set his house in order. That those farmers whose foresight was 
not as good as their hindsight must take the consequences, work hard, keep 
cheerful, and if they survive take comfort in the thought that the next time 
they will know in advance what is going to happen to them. 


Between 1910 and 1920 the United States passed, almost un- 
noted in its deep significance, the most important milepost in 
its economic history. On July 4, 1789, when the first Congress 
of the United States in New York, presided over by General 
Washington, passed James Madison’s resolution imposing cus- 
toms duties primarily for protective purposes but also for 
revenue, the first step was taken in the long journey which 
resulted at the present time in industry exceeding agriculture 


in importance in the United States. Between 1910 and 1920, 
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although the population of the United States increased fifteen 
per cent, the number of farms increased less than one and one- 
half per cent. During the previous decade, with an increase 
of twenty-one per cent in the population, the number of farms 
had increased almost eleven per cent, and during the decade 
ending with 1900, with a population increasing less than 
twenty-one per cent, the number of farms increased almost 
twenty-six per cent. There is taking place a similar falling 
off in the rate of increase in the acreage of improved land in 
farms. In 1920, also for the first time in the nation’s history, 
urban population came to exceed rural population in spite of 
the fact that the latter includes all population in towns of less 
than 2500 persons. 

In the past the contribution of agriculture to American 
greatness has been larger than that of any other single in- 
dustry. We have now come to a point where the momentum 
of industrial development is so great that steps should be taken 
to nurture agriculture, just as from 1789 to this day agriculture 
has nurtured industry. Definite, constructive policies, ably 
carried out, looking to the long and not to the-short view, are 
the present need of the nation if agriculture is to serve it best 


in the long and, may I prophesy, glorious vista of years ahead 
of our Republic. 
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LEGISLATIVE INTERFERENCE WITH 
AGRICULTURAL PRICES 


BENJAMIN H. HIBBARD 
Professor of Agricultural Economics, University of Wisconsin 


T has been assumed by many that the power of the govern- 
] ment over prices is almost unlimited. This view, which 
is held by the radicals, is based largely on analogies 
which may or may not fit the case. For instance it is pointed 
out that during the recent war prices were not merely in- 
fluenced by government, they were fixed at the desired point 
and remained fixed until the control was withdrawn. This 
is looked upon by many as conclusive proof that the govern- 
ment has the power, if it will but exercise it, of bringing any 
price to a desired level. Not only did the government show 
its power in the control of certain agricultural prices, but in 
other fields as well. Prices were controlled absolutely in 
several instances, and relatively in others. That is to say, the 
selling price was fixed at a given point, or the margins added 
to costs were controlled, the latter device preventing the undue 
advance of price by merchants and other dealers. 

The friends of the farmers are continually calling attention 
to the action of the government with respect to prices in several 
important fields. It is pointed out that many millions of 
dollars were paid to the railroads to make good the losses due 
to failure on the part of the government to keep the physical 
property in order during the war. Added to this there is 
much dissatisfaction, and more misunderstanding, concerning 
the action of the Esch-Cummins Act. There is a widespread 
belief that the government has for several years guaranteed 
an income of five and three-quarters per cent per annum to the 
railroads on their capitalization. While this is a gross exag- 
geration it must be admitted that there is more than a mere 
tendency to allow the railroads to make a living return on a 
reasonable capitalization. This is manifested through the 
work of the Interstate Commerce Commission, state railway 
commissions, and especially in the decisions of the courts. The 
general public, and this applies with particular emphasis to 
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the farmers, is impressed by the solicitude of the government 
toward the prosperity of the railroads, it being held that the 
government is unduly concerned that these companies shall 
have an adequate income, while it is all but universally for- 
gotten that through the power of the government the rates are 
so regulated that no extraordinary income at a time of pros- 
perity may be made as an offset against adverse times. Farm- 
ers, and for that matter, many others seem to forget that 
transportation corporations are called public service utilities 
because of the vital connection between their operations and 
the daily lives of the people concerned. It is a public calamity 
to have a sixth of our farmers bankrupt, many of them unable 
to go ahead with their farms, but even so the production of 
foodstuff does not cease; it hardly diminishes, even under 
these trying circumstances. To have the railroads bankrupt, 
or on the verge of bankruptcy, would mean the breakdown of 
the service in a much more complete sense than occurs in farm- 
ing. Not alone prosperity, but the very life of the people of 
a nation, is dependent upon the constant functioning of the 
railroads and other common carriers. Hence the dissatisfac- 
tion and criticism directed toward the supposed favoritism of 
the government in its dealings with the common carriers will 
not stand analysis either on the basis of the earnings permitted, 
or the aid extended. 

The recent action of the government in paying the railroads 
asum roughly covering the losses due to the failure on the part 
of the government to keep the railroad property intact during 
the war is a recognition of the duty of the public to assume 
some responsibility respecting losses in cases involving a limita- 
tion of profits through public authority. If the public insists 
that no more than nominal returns shall be made in prosperous 
times, then clearly some source other than accumulated surplus 
must be found out of which to make good abnormal losses. 
This reasoning will apply so clearly to all quasi-public business 
as to need little argument in its support. If the government 
interferes with private income, and sets rates by authority it 
must make the rates adequate to keep the business going, dur- 
ing bad times as well as good. Thus the government is under 
obligation to keep the railroads up to a recognized minimum 
of prosperity. 
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Government Aid to Manufacturers 


The decision was made something like a hundred years ago 
that manufacturing should be encouraged. It was not stated 
that this encouragement should be at the expense of other 
people or classes. No manufacturer would dare go before the 
public and ask that the hat be passed in order to make an un- 
prosperous business pay. It is always necessary from the 
standpoint of tactics to convince the contributor that he will 
receive benefits in keeping with his contributions. In tariff 
arithmetic, in which two and two do not always, in fact not 
usually, make four, it has been easy during the past century 
to convince the public, a majority of it, that the government 
not only can, but should, come to their rescue respecting the 
prices of manufactured goods. 

The distinction between price regulation in its application 
to quasi-public enterprises and the influencing of prices 
through tariffs is of course fundamental, but is well enough 
understood so that it need not here be elaborated. Railroads 
charge rates which are approved by Congress, perhaps more 
immediately by the Interstate Commerce Commission. The 
rates are known, and unless the railroads dominate the govern- 
ment, there is a well known public remedy for wrongs. In 
the case of manufactured goods there are no prices set by 
authority. Congress has no direct control over the charges 
made. Tariff acts may make a difference of ten dollars a ton 
on steel rails, but Congress does not presume to make sugges- 
tions as to what the price shall be. Manufacturers are obliged, 
no matter what the tariff may do for them, to organize their 
businesses, build up their trade, and through whatever measure 
of competition may obtain, to work out a price at which they 
will sell. The individual manufacturer may gain nothing 
from a tariff since he is subject to whatever competition other 
manufacturers may impose. The fact, however, remains that 
in a tariff-protected country the competition among those en- 
joying the protection is on a level of higher prices than it would 
be under free-trade conditions, and until competition at home 
becomes as fierce as in the world markets the tariff is hardly 
less than a guarantee of a larger rate of income. In any case 
the manufacturer, through a tariff, gets from the government, 


not merely a right to charge a higher price, but the means of 
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putting the right into effect. This right is not a shadow; it 
is real substance. 


The Government and Labor 


For many years economists had pointed out the futility of a 
hope on the part of labor for higher income through a tariff 
on the products of labor. It was suggested that labor should 
be protected, if at all, through a restriction on the importation 
of laborers. The validity of this contention was particular- 
ized in the struggle over the use of Oriental labor in the Pacific 
States. It needed no renowned economist to convince the 
laborers of the western states that people of a lower standard 
of life, working at the same trades as themselves, would drag 
wages down. In many instances the lower wages emerged 
from the theoretical into the real. 

Our immigration laws may have been justified in their pas- 
sage on any of half a dozen grounds, but in any event the re- 
sult is the bolstering up of the highest wages ever paid to any 
class of labor in history. Other advantages granted by the 
government to labor make a long array. One needs but to 
mention the legislation respecting hours, sanitary conditions, 
safety devices and pensions to suggest the long road we have 
travelled from the /aissez-faire of the eighteenth century to the 
government-protected labor of the twentieth. The propor- 
tion of the wage income due to government influence, while not 
easily measured, is a telling factor in modern life. 


The Government and the Banks 


It has been popularly believed for many years that the gov- 
ernment has favored the bankers. Complaints of recent date 
are mainly to the effect that the government has been unduly 
considerate of the banks whenever their solvency was threat- 
ened. Specifically it is charged that the banks were helped 
through the War Finance Corporation while farmers suffered, 
and that the federal authorities bestirred themselves to stop 
the bank failures in the spring wheat region, raising $10,000,- 
000, although the bankruptcy of thousands of farmers had 
called forth nothing better than promises phrased in meaning- 
less words. There is likewise the old belief that the privilege 
of bank-note issue is a boon granted only to favorites, and com- 
plaint that the bankers have been allowed to charge uncon- 
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scionably high rates of interest. Added to this comes the criti- 
cism of the use of government funds, and the manipulation of 
Federal Reserve Bank funds in the interest of powerful banks 
in need of help. 

Thus it is held that the power of the state is invoked, and 
help obtained, by the most powerful classes and organizations 
including a large share of both capital and labor. In these 
favored groups are found, in fact, a large share of all im- 
portant classes of manufacturers, bankers, many merchants 
and laborers, the farmer, almost alone, being compelled to 
accept the cold comfort of a laissez faire régime respecting his 
operations at home, and the shell without the kernel of pro- 
tection in his foreign relationships. Thus the interference of 
the government with the natural law of price levels is held 
to be widespread and effective as applied to the non-agricul- 
tural classes, and the farmer has been asking in audible tones, 
why, since everybody else, as he views it, should eat at the 
public table, he, manifestly in sore need, must be satisfied with 
crumbs. The farmer, so far as he has been able to express 
himself, asks for help based on the precedents, above enumer- 
ated, of help to other classes. This view is supported and 
emphasized by the claim that the government is responsible 
in no small degree for the plight of the farmer in that it had 
encouraged him to produce more and more foodstuffs during 
the war; had assumed a measure of control over farm prices 
from 1917 to 1920; has continued its influence in holding prices 
up for other classes since that time; but has left him to his 
fate. The farmer is beginning to see that the agricultural 
tariff is a delusion and that other acts passed for his ostensible 
benefit, no matter how commendable, still leave him at a dis- 
advantage, relatively, in the world’s markets. This, then, 
brings the subject before us: The farmer wants the govern- 
ment to interfere with prices in his behalf because he needs 
help positively, and because, relatively, it is necessary to do so 
as an offset to the help it has given others. 


What Interference Do Farmers Ask? 


The first help for which farmers asked at the close of the 
war, or more specifically in 1920, was a tariff. The tariff has 
been discussed at length and needs but passing mention here. 


On the great bulk of American farm produce, of which we have 
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at present large quantities for export, the tariff has no dis- 
cernible influence. Many of our leading farmers are disillu- 
sioned with respect to salvation by the tariff route, but our 
political affiliations are such that no election shows the real 
sentiment on the subject. 

Turning from the tariff shrine at which he had knelt with 
closed eyes for forty years, the farmer of late has asked ad- 
mission to the more tangible benefit society centered in the 
government. In this new demand there is lack of agreement 
as to the form of price influence desired. Leaving out of ac- 
count the small minority asking for inflation of the currency, 
there are, or at least were last year, 1923, three groups with 
followings sufficient to attract attention. The first is the price- 
fixing group of which Senator Gooding and Congressman 
Little were the main sponsors. The second plan was for the 
government to buy the surplus and remove it permanently from 
the market. The surplus as interpreted in this connection 
is the amount which holds the price below the index-number 
price of some pre-war period taken as a base. This plan took 
form in the McNary-Haugen bill and came to a vote in the 
House. The third plan, with little support, was a proposal 
that the government assist in the pooling of products, the in- 
itiative to be taken by the interested parties. 


The McNary-Haugen Bill 


Of the three proposals the second received by far the most 
support. This plan, in brief, prescribes that the government 
organize a corporation, buy the surplus products, remove these 
surpluses from the domestic market, and sell them abroad at 
such prices as may be obtained. The loss involved, aside from 
the overhead expenses, is to be taxed back to the growers. 
Thus the increase in price on the produce handled will not be 
taken out of the public treasury. The latest version of the 
bill provides for the handling of some eight leading commodi- 
ties whenever an emergency shall, under the definition of the 
term, exist. An emergency consists in the presence of an ex- 
portable surplus, in which it is assumed that the price is de- 
pendent on world prices, and with the price at the time lower 
in relation to the ‘“all-commodity” index number than had 
been the case in the period 1905 to 1914. The intention is to 


maintain at all times a price for these designated farm pro- 
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ducts fixed at the same ratio to general commodities as ob- 
tained during the base period. 

This plan is ingenious in several particulars. To begin with 
it proposes to restore agriculture to its former relative posi- 
tion respecting the purchasing power of its produce, and in 
view of the supposed fairness of such action has been called 
“equality for agriculture”. The “equality” consists in re- 
storing the former purchasing power, and giving agriculture 
the benefit of an import tariff comparable with the tariff on 
manufactured goods. Like the manufacturer with tariff aid 
the farmer would be punished for overdoing a good thing, 
since the loss on exports made by the government would come 
out of the price paid the farmer. This is to be accomplished 
by paying around eighty per cent of the domestic value of the 
surplus product at the time of purchase from the farmer, the 
balance to be carried in the form of scrip, the face value of 
which is to be discounted enough, at the time of final settle- 
ment, to take care of the loss on the exported surplus. Thus 
for a hundred bushels of wheat with an index price of $1.50 
the farmer would receive perhaps $1.20 in cash and 30 cents 
in scrip. At the end of the season it might be found that the 
losses amounted to 15 cents per bushel on all the wheat sold, 
i.e. for both domestic use and for export. The scrip would 
then be redeemed at fifty per cent of face value. Thus the 
buyers of wheat would pay $1.50 for the whole amount used; 
the farmers would receive $1.35. 

Technically the bill seems woefully inadequate to fit the 
complexities of the market. For example there are many 
grades of wheat, cotton, corn, hogs, cattle, sheep, wool and so 
on. There would have to be index relationships figured on 
all of these separately, and no provision is made, and hardly 
could be made, allowing for variations among grades. The 
relationships change in accordance with the available supplies 
of the several grades from time to time. The bill would make 
them inflexible. To provide the needed flexibility would be 
a hard thing to do, but there are much worse troubles in sight. 
The government, for example, is commanded to buy produce 
during the existence of an emergency, but to cease operations 
as soon as the emergency passes. In order to handle the pro- 
duce purchased it will be necessary to have facilities for stor- 
ing and processing. Otherwise the government must play the 
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role of a scalper or curb broker. Suppose hogs should fall 
below the fixed price. The government must at once begin to 
buy. Any private organization under such circumstances 
would feel the need of owning or controlling by lease, a pack- 
ing plant. Should the government find it necessary to equip 
itself in like manner it would be under obligation to start 
operations whenever hogs were too low, continue until the 
price touched the prescribed level, and at once cease to do 
business. Just how this could be done, the proponents of the 
bill discreetly fail to disclose. Instead of facing the issue and 
giving a serious exposition of a plan for action they content 
themselves by saying that the mere prospect of purchase by 
the government, a gesture as it were, will result in the desired 
price with little or no actual purchasing, which recalls to one’s 
mind that: “ Faith is the substance of things hoped for.” 

There is, moreover, a curious situation to be faced in the 
hog and pork combination. Hogs cannot be exported alive 
successfully. They are poor sailors. At the same time we 
have a vast amount of pork and pork products for export. 
Now hogs are at present below the desired index level, while 
pork is above. Thus under the proposed act the government 
would be commanded to buy hogs but not allowed to buy bacon, 
hams, or lard. In order to buy hogs a packing plant would 
be necessary unless purchases could be made under an arrange- 
ment with the packers for the handling of the business. It 
would be hard to imagine anything more anomalous. It 
would mean the dependence of the greatest buyer of a pro- 
duct on his competitors for the privilege of handling the goods 
bought. In this case the opportunities for developing a real 
pork barrel would be unparalleled. 

The McNary-Haugen bill undertakes also to deal with corn, 
but the price of corn can hardly be said to depend directly on 
a world price. Thus the emergency would rarely exist ac- 
cording to the interpretation implied in the bill. Even so the 
demand for purchase by the government would be irresistible. 
No doubt if the McNary-Haugen bill could be passed it would 
be possible to re-define emergency, but as it stands the corn 
growers would not be entitled to direct relief. 

In adopting an index number price it is assumed that such 
gauges of price are accepted and acceptable. Those who deal 
with such numbers realize their fallibility, and report diver- 
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gent views as to methods of computation. Should the cost 
of living depend upon the interpretation of these computations 
there would most assuredly arise a heated controversy about 
their form and fairness such as has never yet clustered about 
them. Possibly it might be a good thing for the index num- 
bers per se. The weighting of the commodities used in comput- 
ing index numbers has always been more or less academic. 
Under the proposed régime it would assume a political and 
vital importance. On the weighting alone would depend to a 
considerable degree the prices maintained. 

Should the McNary-Haugen bill be enacted there is every 
reason to believe that all farmers with their many products 
will demand the direct benefits of it. The tobacco growers 
will not stand by and see cotton raised in price while their 
product is allowed to drop te unprofitable levels. The growers 
of peanuts, potatoes and poultry are surely going to insist on 
receiving treatment similar to that granted the growers of the 
favored products. As a precedent for this demand destined 
to be included note the ease with which any manufacturer, or 
producer of goods, no matter what, is included in the tariff 
protected list. Our tariff schedules have outrun the ability 
of any congressman to comprehend. How, then, can it be 
imagined that agricultural producers of any importance in 
voting strength are to be left out exposed to the severity of 
competition while favored ones are nestling under the price- 
fixing wings of the government? Carried to its logical limit 
it means that the government shall extend protection to all, 
which in logic is paradoxical. To protect some at the expense 
of others is comprehensible. Manufacturers have been, and 
are being, protected at the expense of farmers. 

In the minds of many the McNary-Haugen bill is a way of 
counteracting the effect of the tariff. This, superficially, may 
appear a good explanation, and suggest the desirability of the 
effort. On closer examination the analogy between the tariff 
on manufactured goods and the government disposal of sur- 
plus products appears far-fetched. If the government can 
handle surplus products for farmers, why not for others? The 
shoe manufacturers, the furniture manufacturers and all the 
rest are at times confronted with the problem of a surplus. 
True, they can reduce their outputs, but to do so means un- 
employment of labor. Why should not the government take 
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the excess products off their hands, dispose of them outside the 
country, and maintain prosperity at home? This could be 
shown, by the same reasoning applied to the McNary-Haugen 
bill, to work more certainly and advantageously than the way 
in which private enterprise is trying to do the same thing under 
tariff protection. 

In all reason the passage of the McNary-Haugen bill would 
prove to be the insertion of the camel’s nose under the tent. 
If by taking this kind of thought we can add a cubit to our 
financial stature we shall in the future be prolific of thoughts 
in order to add more cubits. The government of the United 
States would become the greatest dealer of the world, and for 
all time, in agricultural products. The sign to be hung over 
the place of business would read: ‘“‘ Uncle Sam, dealer in corn, 
cotton, wheat, hogs, pork, cattle, beef, sheep, mutton, butter, 
poultry, eggs, wool, tobacco, peanuts and other things too 
numerous to mention.” The bureaucracy needed to operate 
a business of this kind would be greater and more powerful 
than any yet created or designed. 

Politically a scheme of this kind is unthinkable. It would 
mean that no matter how much the cost of production should 
be lowered, the same relative price level as between agricul- 
tural products and all commodities must remain inflexible. 
The farmers might punish themselves, no matter how severely, 
by overproduction, still the public would pay the fixed price. 
The seven million people of New York City might come down 
to the wharves daily and see wheat at a dollar a bushel going 
out to feed Europe while every bushel kept at home must 
bring a dollar and a half. Similarly other products will be 
increased in price ten, twenty, or fifty per cent from time to 
time. The efficient cause of this increase will be clearly and 
unmistakably the government. Can it stand the onus attach- 
ing to it as a forestaller of the market? It stands all the abuse 
heaped upon it by opponents of the tariff. Yes, but the tariff is 
opaque; price-fixing is transparent. The tariff is indirect; 
price-fixing is direct. The tariff is complex in its effect on 
price, the McNary-Haugen bill is comprehended by everyone 
in that it raises prices by an amount known, even published. 
It is possible to make the majority of people believe that tariff 
benefits are diffused, and that we are in some more or less 
mysterious manner made more prosperous by paying a hundred 
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dollars for a coat which without the tariff could be had for 
fifty dollars. It will be a man-sized political job to convince 
the seventy per cent of non-farmers that they are better off by 
paying a bonus to keep the thirty per cent engaged in farming 
forever producing a surplus to be sold at a loss. 

The government will become the greatest dumper of goods 
the world ever saw. We inveigh, even legislate, against 
dumping in our own markets. This bill proposes not only that 
goods shall be dumped systematically, annually, upon the 
markets of other countries, but the plan will result in a greatly 
increased quantity to be disposed of in this manner. A large 
quantity of produce will be sent out and sold at a figure, usually 
well below cost of production, in competition with farmers of 
the countries to which the shipments are made. 

There is a difference of opinion as to the effect the McNary- 
Haugen bill would have, should it be enacted into law, on the 
cooperative marketing organizations. There is no reason to 
think it would do away with them summarily. They would 
still have the possibility of getting grain to the central markets 
more economically than it could be done by private enterprise, 
but the probability of making a good showing would seem to 
be, under the circumstances, reduced. The fact of a known 
price at a central market, set for a month at a time, would 
mean that the local markets would play a smaller part in the 
whole marketing function than at present. Margins would 
tend to become stabilized and the part played by the local 
cooperative elevator reduced. The occasion for federating 
the cooperative companies for dealing with the larger aspects 
of marketing at terminals, either in domestic or export trade, 
with the wholesale price already set, would seem to be wanting. 
Cooperation would no doubt continue, it might even grow, but 
within a restricted field, playing a minor, though possibly im- 
portant réle. 

One of the most fundamental objections to the McNary- 
Haugen bill is the assured prospect that should it work— 
and it might work for a time—its friends will discover that 
there is no particular reason why the price ratio to be estab- 
lished should be based on the ratio of 1905-1914 rather than 
on any other period of years. The farmer was not too pros- 
perous in 1905 to 1914. If the price can be fixed at one ratio 
to the all-commodity index it most assuredly can be fixed at 
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some other ratio, if only the proper authority can be invoked. 
In all reason success in fixing the price at one level will result 
in a demand that it be fixed at a higher level. In the case of 
the tariff a similar demand, that is, for more protection, is not 
so alarming, since higher duties beyond a given point will not 
help the manufacturer. Prohibition of imports is all he can 
attain, while there is no limit to the price level, short of the 
inability of consumers to buy, provided it be within legislative 
control. 

The real import of the McNary-Haugen bill would appear 
to be an attempt to save the farmers from the ill effects of over- 
production without the necessity of lessening production. It 
is extremely difficult for farmers to readjust production down- 
ward in meeting lowered prices. They have their farms, a 
large part of their labor, and the equipment, all of such a 
character as to make curtailment of operations possible only 
at a sacrifice. A manufacturer may lose by decreasing his 
output, but his operations involve the hiring of much labor 
which he views more or less impersonally, and the buying of 
materials which he views almost wholly impersonally. If it 
does not pay to run at one hundred per cent of capacity he 
may run at seventy-five per cent or fifty per cent and still hold 
his business intact. Should farmers in general undertake to 
cut output twenty-five per cent they would find that their ex- 
penses would be reduced by a much smaller percentage. 
Hence, the farm is used, and run nearly at normal capacity, 
even in dull times. Farming is a business of few failures, and 
of fewer great successes, measured in terms of fortunes. At 
best farming is one of the most extremely competitive busines- 
ses in the world. The McNary-Haugen bill proposes to save 
the farmer from the effects, in large measure, of this severe 
competition. It proposes that the last ten per cent of output 
shall not be allowed to drag down, unhindered, the value of 
the nine-tenths. But all values are limited by the value of the 
final increments. 

Shall we, then, be able to gain the advantage of the highest 
buying power of the Americans, and sell the residue to the 
weaker buyers of Europe at a lower level? Here we are 
asked to view the proposed bill as a counterpart of the tariff. 
Is not this exactly what the manufacturer, protected from 
world competition, does? In part, yes. But the analogy 
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which assumes the entrance of the government into the market 
as a dealer in all manner of goods, for the ostensible purpose 
of compelling the majority of the people to pay a higher price 
than would otherwise obtain to a minority group of producers, 
has an impossible political gauntlet to run. 

Our government is a party government. What party can 
assume the responsibility of handling ten or twenty or forty 
per cent of the leading crops or animal products without fur- 
nishing a just cause for criticism? It is idle to undertake to 
condemn the scheme by calling it socialistic, but certainly very 
cogent arguments could be presented to the effect that it would 
be more feasible for the government to take over the task of 
handling all the agricultural product than merely the surplus. 
Were it likely that the proposed régime would result in a 
degree of satisfaction such as to lead to stability respecting 
either the commodities named, or the price ratio first agreed 
upon, the objections would not be half as great as actually 
they are. There is no probability whatever that either the 
list of commodities favored would remain fixed or that the 
ratio would be satisfactory. The objection to the plan is the 
objection to price-fixing. If we believe in price-fixing we 
should attack the problem along the entire front, and not 
imagine that we can carry a single outpost without becoming 
involved in a gigantic campaign. If the farmers do not like 
the tariff they should attack it and force modifications, not 
undertake, on the shaky foundations of price-fixing, to build 
an opposing edifice by means of which to rival the advantages 
of protection. 

Along what line the greatest progress will be made in re- 
habilitating agriculture no one seems able to predict with any 
degree of certainty. However, after all that can be done in 
the way of governmental influence on prices has been put into 
practice, there will remain the greatest of all influences affect- 
ing farm prosperity, the ability of the farmers to adjust their 
businesses to the conditions of the market. The tendency, and 
the temptation, to produce too many manufactured goods is 
vastly less than the tendency to overproduce agricultural 
goods. It is too easy to get into farming. Land has been, 
and still is, abundant and easy of access. Farmers are numer- 
ous, and insist on farming. They have had very little con- 


trol over their output. Sometime, in some manner, they must 
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adjust production to demand more intelligently than is at pre- 
sent done. That they can withdraw quickly from the world 
markets and produce only for domestic use is unthinkable. 
What the future has in store nobody knows, but at present 
there is lacking the means of carrying out such a program. It 
may be possible for small groups to limit their output, or even 
cease to produce a given commodity, but the cutting down of 
one crop will increase the quantity of something else. The 
Burley tobacco growers may raise no tobacco in 1925, but 
their land will not lie idle. To limit the output of American 
agriculture in general calls for an organization and a control 
over membership, such as has never been seen. It would re- 
quire rules comparable to those of the bricklayers. While we 
are awaiting the consummation of a régime of this type, condi- 
tions may at least be ameliorated. 

The government can influence farm prices to no small extent 
by furnishing information concerning foreign markets; by 
taking part in the rehabilitation of European peoples and gov- 
ernments ; by furnishing information as the basis of readjust- 
ment of American agriculture to fit present conditions; by 
fostering farmer organizations to the extent of giving them a 
stable legal status and educational help; by policing and regu- 
lating the operations of marketing; by revising freight rates 
downward; by a readjustment of the burdens of taxation, a 
much needed reform; and by making credit facilities available. 
Many of these duties are already quite well done. Last, and 
perhaps most important of all, a service not being performed, 
the government should use its influence in taking out of the 
agricultural category great areas of marginal land, and putting 
them to some other use, and in furnishing a more intelligent 
basis by which land may be valued. With these conditions the 
farmers will have an opportunity of working out their own 
salvation. 
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COOPERATIVE MARKETING AND AGRICULTURAL 
PRICES 


CHARLES H. TUCK 
Dairymen’s League Cooperative Association, Inc., New York City 


( marketing is ‘on the air”. It is 
broadcasted liberally by all sorts of promoters, states- 
men and ‘“‘near-statesmen”. Men rush forward in 

this time of general farm depression with a complete and per- 
manent cure, cooperation—no matter if America lacks long 
experience with the cooperatives, no matter what are the mis- 
takes of ambitious promoters. But the cooperative movement 
on the whole is passing this state of “ growing pains”. The 
evangelistic effort was required, and still is, in many places, 
but it is giving way to the stage of using sound business prin- 
ciples. The cooperatives must render a real service both to 
their members and to the consumers whom they serve. 

Marketing spells action. Cooperative marketing of milk 
in fluid form spells ‘“‘double quick” action. From eleven 
o'clock at night until one, two, three o’clock in the morning, 
fast express trains with long strings of milk cars, deliver 
their perishable milk to New York City for the early morning 
breakfast of its inhabitants. If one could fly in a Z R 3, sailing 
low over the metropolitan milk-shed from the Canadian border 
on the north, Lake Erie on the west, the Anthracite Valley and 
northern New Jersey on the south, at dusk some night, one 
would see milk trains loading at country way stations and 
then speeding on an extra-fast express schedule to this great 
milk market. 

The collection of the vast milk supply for New York City 
and other markets in this milk territory is a large and com- 
plicated problem, touching farm capital, labor, railroads, ter- 
minals, distribution and finance. In discussing the subject 
assigned to me, I have thought it best to discuss one coopera- 
tive, the Diarymen’s League Cooperative, as an example of 
sound principles, fair prices and progress in the field of mar- 
keting milk and milk products. 


The American farmer is essentially individualistic. Unlike 
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most European countries, where farmers live in villages, our 
rural folk are usually separated beyond arm’s reach. I pre- 
sume that many who read this paper trudged a mile or two to 
the “little country school-house”. You remember the chores 
regularly done night and morning. You had little time nor 
opportunity for “community games”. The colt was broken 
by the boy alone. He tinkered the broken harness alone. A 
hundred and one things about the farmstead were done by some 
one in the family. In short, the family was self-sufficient 
largely, and it produced with great vigor and much labor im- 
mense crops for sale. In earlier days, these crops were sold 
or exchanged in a local market under the eye of the farmer 
himself; but times have changed, marketing processes have 
changed—milk marketing most of all. Some twenty-five years 
ago cities started to reach out by rail for fluid milk. Prices 
slightly above butter and cheese were offered to farmers. 
There was a quick response. The farmer, thinking only of 
producing more, added cows and equipment. But he did not 
realize that high sanitary requirements imposed by the city 
and necessary for a high grade of fluid milk, would greatly 
increase his costs of production. Now he realizes that in his 
desire to meet the demands of the fluid milk market with a 
fine quality product at all times of the year, he has on his 
hands at the flush season of production, a large amount of 
surplus, high quality milk which he must manufacture and 
sell in competition with other dairy products manufactured 
from lower quality milk intended originally for manufacture. 
In the meantime the city dealer built up the service machinery 
and reached out with it to the farmer’s shipping point. Little 
by little the farmer shifted his crop systems and husbandry so 
that his entire income was intimately linked with the sale of 
milk. But he no longer could sell the milk himself or ex- 
change it at the nearby local markets. The dealer-owned 
milk plant, managed from a distant city, stared him in the 
face at his village. The dealer, his only source of informa- 
tion about markets, informed him sometimes how “the market 
was running”. The farmer was frequently told that there 
was too much milk, a surplus, and that some of it must be made 
into butter or cheese or condensed—all lower-priced goods. 
State roads and motor trucks opened up great areas for fluid 


milk which formerly produced only manufactured products. 
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Educational campaigns on milk production by state, city, 
chamber of commerce and railroads only increased this vast 
surplus competition. Today, as then, the outstanding stubborn 
obstacle to the producer of milk in the New York and other 
milk markets is the surplus. As a farmer aptly put it, “New 
York is a three-can market with five cans fighting to get in.” 

Every student of markets knows the meaning and influence 
of surplus. One needs only to think of the old struggle in dis- 
posing or attempting to dispose of the wheat surplus. There 
is a school of thought that would attempt to relieve the Ameri- 
can farmer of the effect of surplus by governmental aid at 
home and even by extending the reach of that governmental 
aid to world markets abroad. The Dairymen’s League Co- 
operative Association sought to remedy its surplus problem 
not by legislation, but through an economic plan, self-imposed 
and self-operated, and fitted into the existing economic struc- 
ture. How this plan was started, how dairy farmers struggled 
and sacrificed to make it possible, is a most thrilling chapter in 
the marketing history of our eastern seaboard. This is not 
the time nor place to rehearse it fully, but a reference to it is 
due, for it revealed in strong light three characteristics of 
American farmers — bed-rock characteristics of national 
strength: one, unlimited patience; two, sound thinking; and 
three, a fighting spirit that carries over the top. 

In 1916, in Orange County, N.Y., the blow was struck by 
farmers against injustice in milk prices. Farmers dumped 
their milk by the roadside rather than give it away at starva- 
tion returns. The flames of rural rebellion spread through- 
out the great metropolitan milk-shed. It was a spirit like 
that of the night-riders of Kentucky, though there was little 
or no violence. Dealers became alarmed. The farmers’ ef- 
forts took organized form in the association named the Dairy- 
men’s League. Fifty thousand producers were enrolled. The 
farmers had won the day. An increase in prices was im- 
mediately secured. 

But the Dairymen’s League was merely a bargaining or- 
ganization. It owned no shipping or manufacturing plants. 
It was not secure. In May, 1921, when efforts were strong 
to break it, the Dairymen’s League reorganized under the 
name of the Dairymen’s League Cooperative Association, 


Inc., and set up a carefully worked out plan to sell fluid milk in 
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the cities, manufacturing in its own plants, surplus in butter, 
cheese, evaporated milk, as the market conditions required. It 
established for the entire dairy industry of the metropolitan 
milk-shed a centralized selling agency for all the different 
classes of dairy products, pooling all the proceeds of sales 
equitably among all members, and equitably distributing the 
surplus losses. These are basic principles of handling large 
volume in a commodity cooperative. For instance, the annual 
turnover of the League is seventy-five million dollars. The 
entire structure is guided in a democratic way by the member 
producer who participates in local and county units financed 
from his own sales and elects a board of farmer directors 
to administer his business. The voting power is on the basis 
of the membership, one vote for each member. Size of dairy 
or amount of certificates of indebtedness for association pur- 
poses have no bearing. 

The League saw at the outset that cooperation in generali- 
ties would solve but little, so it built a bridge of policy per- 
manently to carry its products evenly, surely, profitably and 
with high quality, to satisfied consumers. The keystone is 
mutual confidence among the producers, a good phrase today 
for all communities. The buttresses are on the one side, a 
well served consumer, and on the other, a well informed 
member producer. From the very first, the builders of the 
plan had confidence in the sympathetic understanding of the 
consumer when once he knew the facts. If the consumer de- 
mands, as he does, a high quality milk produced at greater 
cost, and in sufficient quantity to meet all the consumption fluc- 
tuations of the year, he realizes that the producer must meet 
the increased cost of production and should be recompensed 
accordingly. The high quality of this vitally necessary human 
food, clean milk, is directly dependent upon the most careful 
inspection in territory adjacent to the market. The nearby 
rocky hills and rolling country lend themselves well to the 
dairy industry. They are not adapted well to any other. 
Therefore, the rural life and all business derived therefrom 
in this milk territory is vitally linked with the effective sale of 
its main crop, milk and milk products. 

May I draw your attention to some important stones in this 
cooperative bridge? They are as follows: 
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(1) High class grades and packs, for quality is all-import- 
ant, especially with milk products. The cooperatives will make 
one of their largest contributions to prices by discouraging in- 
ferior grades and encouraging high quality. The League has 
a complete and exacting self-imposed sanitary inspection which 
is more effective because it is more democratic than one arbi- 
trarily imposed. 

(2) Sound financing and accounting. Easy credits and loans 
are sure death for cooperatives. Monthly deductions from 
monthly pay checks are sound where possible. Certificates 
of indebtedness to members in a membership cooperative should 
have extra strong reserves behind them. Adequate financial 
reserves permit the cooperative to carry over stocks to more 
favorable periods and thus help to secure higher prices more 
evenly. 

(3) The class plan. Milk should be sold for the particular 
purposes for which it is used. Therefore, the plan of classes 
is generally adopted now, that is, fluid, class one, cream, class 
two, the other classes following in order, as evaporated, con- 
densed, powdered, butter and cheese. To sell in one class as in 
the old days, means a lowering of prices on the upper classes to 
take care of surplus on lower classes. The early days of the 
struggle were bitter. Farmers resented with all their might 
the aggressions of some of the dealers ; but time has done much 
to change men’s minds. Many dealers, large and small, have 
come to buy from the farmers’ pool. And farmers are seeing 
that the dealer, performing a necessary service, should receive 
their full cooperation. In this way the dealer has been able 
to stabilize his prices, for he is assured of his goods when 
wanted and in the desired amount. 

(4) Cost of production. Careful attention to lowering costs 
of production through more efficient animals and scientific 
feeding is the very basis of economical production at the farm 
end. The cooperatives are stressing this point, for prices have 
fallen disastrously so often when the producer dumped on the 
market goods produced without regard to cost—frequently 
without knowledge of cost. 

(5) Market news. Full information about markets is now 
possible for the member. No longer is he shut out from news. 
He has the radio. It is being rapidly installed and makes for 
a change from the “ producer-minded ” farmer to one “ market- 
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minded”. He knows about surplus not only on his farm 
where the dealer told him as in former days, but also in the 
heart of the market where he has set up business. 

(6) World competition. There is a growing realization 
that the dairyman’s dairy products are in competition with 
the products of Denmark, Australia, New Zealand, Holland 
and now Siberia. With the awakening of rural Europe, ad- 
vices indicate that in the manufactured products we will have 
strong competition. A butter and cheese price to fluid milk 
farmers would be ruinous. Therefore the necessity of pro- 
tecting and developing the fluid markets if the dairy industry 
in this region of high cost of production is to be retained. 

(7) Flexibility for surplus. The life of a milk cooperative 
is in the flexibility of its plant operations. In the late sum- 
mer, during the cold days, at a time when milk consumption 
should have increased, it declined in the New York City 
market approximately two thousand forty-quart cans in two 
days. The drop in temperature of a few degrees will some- 
times throw a large surplus on the market, so delicate is 
the market and so quick to appear is the surplus. The League 
recognizes this and relieves the market of this ruinous surplus 
by disposing of it in its chain of one hundred and fifty conden- 
series, butter, cheese and ice-cream plants, which stand ready 
at a moment’s notice to absorb more or less of the surplus, no 
matter in what season or part of the territory it may appear. 

The actual results show that for the fiscal year ending April 
I, 1924, the average “pool” price has been fifty-one cents 
per cwt. above the manufactured price of butter and cheese. 
During the ten-year period prior to 1916, the price paid by 
dealers for fluid milk was only thirty-seven cents above the 
butter and cheese prices. The gain in favor of the League was 
fourteen cents, which brought into the checks of League mem- 
bers approximately $4,000,000. Not only has the League 
been able to secure higher prices for its members, but it has been 
able to sell to “class one” buyers from the “ pool”’ milk on an 
average of ten cents or more above the price which leading non- 
pool buyers paid to their unorganized producers. Each year 
before the cancellation period of the League members’ con- 
tracts, strong inducements are made by non-cooperating 
buyers that League members withdraw from the “pool”. In 
the case of certain non-cooperating buyers, there is a peak 
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price for milk which towers like an iceberg just prior to the 
contract cancellation period in February, and then directly 
afterwards promptly melts far below the average for the 
year. League members, as all organized producers, are learn- 
ing to withstand this price attack. 

Cooperative marketing of dairy products should pursue 
sound business principles. It should recognize the flow and 
ebb of goods in the markets, local and worldwide. It should 
preserve its choicest markets by preventing loss-producing 
surplus from crowding them, and it must merchandise that sur- 
plus to the best advantage. If the dairy farmers in this 
metropolitan milk territory are to maintain a high standard 
quality fluid milk in adequate quantity to meet consumer fluc- 
tuation in the growing cities, there will always be a surplus of 
milk at higher cost of production, which when manufactured 
must compete with milk produced at lower cost in territory 
farther west and farther from the growing cities. It is the 
plan of the League to merchandise a part at least, of that sur- 
plus under a trade name now being established in the United 
States and world markets. This plan of handling the surplus 
stabilizes both prices and returns to the producers throughout 
the year. The advantages to the country of having its dairy 
industry on such a basis are obvious. Stability of our farming 
communities and the increase of the purchasing power of the 
farmer require such a plan. 

But the financial return, although of first importance, is not 
all. The feeling of independence arising out of the owner- 
ship and successful conduct of cooperation by farmers is of 
great importance in these days. Who wants to see an embit- 
tered, radical agrarian group or party? Who has time or place 
for the nostrums of those who beckon to the dissatisfied farm- 
ers to throw stones at sound business? Group action we must 
have, but it should be based on a community of interest in the 
country, prompting men and women to work together for 
school, grange, health programs and more efficient marketing 
through neighborly help. 

The American farmer was a pioneer. He sought distant, 
even lonely places. He is still a pioneer, but in a new field. 
He knows that he produces more food per man than any other 
farmer in the world. He is now a pioneer in the sale of that 
production. He knows that overproduction, surplus, dump- 
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ing, have a real meaning for him. He wants his products to 
have a fair chance in the local and world markets. Coopera- 
tive marketing is old in Europe, at least fifty years old in Den- 
mark. Farm communities there have become market-minded. 
Denmark has her export cooperatives. 
to us. 

The farmer believes in using educational methods. He is 
bringing education to his business. The state colleges of 
agriculture, state departments of agriculture, and the United 
States Department of Agriculture, have a mighty influence on 
the thought and welfare of the country. In the subject of 
marketing, he has requested these state and federal agencies 
of education to inform him and others on the best methods of 
marketing his products. The most notable example of this 
was the law passed by the New York State Legislature last 
spring authorizing the New York State College of Agriculture 
to collect data and teach principles and practices of the best 
marketing methods. For this purpose there was appropriated 
the sum of $45,000. It is expected that this appropriation 
will be made annually. The investigations and teachings con- 
templated are now under way under the direction of Dr. G. F. 
Warren. The county farm and home bureaus, teachers of 
agriculture in the high schools, in fact, the entire agricultural 
machinery of New York State, and in several of our sister 
states, is cooperating to bring to the producers sound principles 
of marketing. This is only a part of the general state and 
educational effort in cooperative marketing to help guide a 
vast business soundly. Last year cooperatives in cotton, to- 
bacco, wheat, milk, wool, fruits, raisins and other products, 
did over two billion dollars’ worth of business with relatively 
few failures. Hence vigorous efforts are being made to 
bring cooperative marketing before the public. The coopera- 
tive plan using such principles as I have outlined makes a 
substantial contribution, through stability in prices, and an 
economic disposition of surplus. It fits in with our present 
economic structure. It calls for no disturbing legislation. 
It appeals to business men of the cities no less than to the pro- 
gressive citizen of the country. The market highways are 
opening to the farmer as never before. Sound progress dic- 
tates that he “drive to market” over a bridge, solid and 
permanent, built by his own hands in cooperation with his 
city neighbor. 


But it is a new business 
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THE FARMER’S VIEW OF AGRICULTURAL PRICES: 
REGULATION BY STATUTE OR BY ECONOMIC 
LAWS? 


WILLIAM WALLACE GAIL 
Editor, Midland Empire Former, Billings, Montana 


AD I been asked, six months ago, whether the farmers 
H of Montana—and of the Northwest as a whole, of 
whom it is safe to assume the Montana farmers re- 
present a fairly typical cross-section—looked primarily to 
legislation for relief from low prices and other economic ills, 
my offhand answer, based on eleven years of more or less in- 
timate personal acquaintance with agricultural, business and 
political conditions in Montana, would have been: “ They do.” 
My offhand answer to the same question today would be: 
“They do not.” 

In either event, the reply, assuming even that a straw vote 
among all the farmers of Montana showed it to be at least 
fifty-one per cent correct, would of itself tell no story and 
might deserve to be classed among that motley array of 
untruths, half-truths, exaggerations and generalities which 
are in part responsible for a lamentably widespread miscon- 
ception of the agricultural situation in this section of the 
country. 

What the farmer thinks points the way toward the solution 
of no problem. Why he thinks what he thinks is the compass 
by which the future must be charted. To invert an ancient 
proverb: “ Asa man is, sohe thinketh.”” The Montana farmer 
is what he was when he became a Montana farmer, plus the 
effects of conditions to which he has since been subject, and 
no statement of his views can convey any meaning unless 
based upon a clear understanding of his economic environment. 

Accordingly, before presenting in their own language the 
views of a number of men actively engaged in farming in 
Montana or closely identified with its agricultural industry, 
I shall attempt, in what makes no pretense of being more than 
a cursory outline, to draw a picture of agricultural Montana, 


and so, of the Northwest, which will, I trust, emphasize some 
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of the aspects, too commonly ignored, which are essential to a 
proper perspective, and at least suggestive of the extent to 
which such views may be construed as representative. 

And if I succeed in doing nothing more than this, I shall 
feel that the most important mission a paper on this subject 
could possibly serve will have been accomplished, in that it 
at least provides the background for a better understanding 
of the Montana farmer, his problems and attitudes, out of 
which may conceivably come intelligently directed effort to- 
ward correction of such injustices as may exist and initiation 
of a constructive program in which every agency of progress, 
including, most important of all, the farmer himself, shall 
play its proper part. 

One of the chief causes of failure properly to appraise state- 
ments relating to agriculture in Montana is the want of any- 
thing approaching a true conception of its size, the diversity 
of its topographical, soil, and climatic features and the variety 
of its types of farming. And the first point which calls for 
emphasis is that any attempt to discuss Montana as an agri- 
cultural unit is absurd. 

Montana has an area of nearly one hundred fifty thousand 
square miles. From east to west it extends 535 miles; from 
north to south, 275 miles. Two-fifths of it—Western Mon- 
tana—is mountain country; three-fifths of it—Eastern Mon- 
tana—is plains country, broken in innumerable places by 
groups of small mountains and overgrown hills. Its altitudes 
in regions where agriculture is practised, range from less 
than two thousand to more than five thousand feet. Its cli- 
mate reflects the wide diversity of its physical features, and so 
does its soil. In any one of a dozen of its agricultural coun- 
ties the state of Delaware could be tucked in a corner. The 
states of Maine, New Hampshire, Vermont, Massachusetts, 
Connecticut, Rhode Island, New York, New Jersey, Delaware 
and Maryland combined neither equal Montana in size nor 
match it in variety of physical, climatic and agricultural con- 
ditions. Montana has three distinct and, to a large degree, in- 
dependent types of agriculture, each possessing individual 
characteristics and individual problems; and within each 
group are many smaller units sharply differentiated. Mon- 
tana agriculture is a generic term. It is the agriculture of 
Vermont hills and of Connecticut valleys, of Maryland and of 
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Maine. And the Montana farmer has a composite identity 
even wider in the range of its elements. 

Historically, stock raising was the first phase of Montana 
agriculture, and with 37,000,000 of the state’s 67,000,000 
agricultural acres classed as suitable for grazing only, this 
will continue to be an important industry. But the vast herds 
of cattle and bands of sheep which only a generation ago 
ruled the plains are being supplanted by the farm flock (in 
what will eventually be larger numbers) and for the purpose 
of this discussion the large-scale stock raiser may be disre- 
garded. 

The second phase was irrigation farming, and with 5,000,- 
000 acres susceptible of irrigation, half of which are now, as the 
expression goes, “under water’’, this too will always be a 
cornerstone of Montana agriculture. But while it represents 
today possibly one-fourth of the cultivated area, it will, with 
the continuing occupation of the vast areas of non-irrigable 
land as yet uncultivated, become relatively less important. 
For this reason, even though the irrigation farmer, in common 
with the stockman, is interested in the prices he receives for 
his products, he is not the man of whom the citizen of Montana 
instinctively thinks when ‘‘the Montana farmer” is under 
discussion. 

The third phase was rainfall farming, more often spoken of 
colloquially as non-irrigation farming and too often and too 
persistently misrepresented by the phrase “dry farming”. 
Its beginning dates back barely twenty years—to about 1905 
—but it is already the most important branch of Montana 
agriculture and with 25,000,000 acres adapted to this type of 
farming, of which only twenty-five per cent are now under the 
plow, rainfall farming holds the key to Montana’s future as 
an agricultural state. 

The stockman had worked out most of his problems when 
the irrigation farmer came, and the irrigation farmer had 
worked out most of his problems when the “ dry-lander” came. 
But the latter was a trail-blazer in a strange country which 
offered no familiar landmarks by which he might be guided. 
Only through acquaintance with him and his history can 
Montana agriculture be discussed with discriminative intelli- 
gence. 


The story of those twenty years is an epic. It runs the 
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gamut of human experience. History saith not who was the 
first man—in all probability a Russian—to take up his abode 
on the then barren benchland overlooking one of Montana’s 
fertile irrigated valleys, but those who saw him scoffed. But 
there is an ancient tradition in Montana, dating back at least 
a quarter of a century, that when certain real estate men in a 
section since become famous for the quantity and quality of 
its wheat yields, began selling this worthless land to gullible 
foreigners at a dollar and a half to two dollars an acre, good 
people were scandalized. 

At any rate it soon became evident that this land—vast 
rolling oceans of which stretched for interminable leagues in 
every direction—would produce wheat in large quantity and 
of superior grade. And this land was to be had almost for 
the asking. All you had to do was pick out a good-looking 
tract, come out and live on it part of the time for three years, 
make a few improvements, and next thing you knew you were 
the owner in fee simple of a larger farm than you probably 
“ever heard tell of” back east. Or perhaps you bought it 
from the railroad for not much more than nothing an acre, 
or from the state. 

Moreover, all you had to do to become a farmer was run 
a plow over the ground, sow some wheat, and then watch the 
beautiful sunsets for the next three months while waiting for 
your ship to come home. Which it did, bringing you in one 
year perhaps far more than you had invested in the land. 
Here was opportunity. Yes, and freedom, and independence! 
Everything you heard and everything you read impressed this 
upon you. 


Scattered settlement grew into a migration; this in turn 
into a tidal wave of population. In hardly more than one 
decade millions of acres were occupied and turned into pro- 
duction. And every year they produced crops of wheat and 
other cereals comparing favorably with those of the leading 
farming states. 

Concurrently, of course, land prices rose, until $15, $20 
and even $25 and $30 were the prevailing quotations for 
choice land in areas more favored as to productivity and trans- 
portation facilities. But what was this to deter purchase, 
when instances were legion of a:single crop of wheat or flax 
which paid for the land! What wonder that the man back in 
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Illinois who had bought a quarter-section on a gamble “ un- 
sight and unseen” at $4 an acre in 1905 and found it in 1915 
in the heart of a district producing 40 bushels of No. 1 North- 
ern hard wheat to the acre, laughed off a $20 cash offer and 
did not hesitate long before refusing $30. What wonder that 
towns and cities and banks and businesses and schools and 
churches and credits and personal indulgences reflected this 
ever-expanding production and evidently never-to-be-inter- 
rupted prosperity! Human nature is human nature and where 
“money flows like water” as it did in the interval from 1905 
till 1918 (aptly described in the Montana Farm Review, Vol. 
I, as a period of land acquisition rather than of farm making) 
it will assert itself. 

The war year, 1918, with a government-guaranteed price 
of wheat and continued good crops, generally speaking, found 
Montana still riding high on the wave of prosperous progress. 
Then the wave broke, and came the deluge. Figuratively 
only however; for what actually did come was “ the drought” 
as it will always (though already somewhat vaguely) be re- 
called by the ‘ old-timers” who came to Montana way back in 
the early part of the twentieth century. 

The annual precipitation for all of eastern Montana (ap- 
proximately 90,000 square miles in area) for a considerable 
period had up to this time ranged, roughly, from a minimum 
of ten inches to a maximum in limited areas of over twenty, 
with an average for the entire area of between thirteen and 
fourteen inches; and what happened in degree throughout 
most of it is typified by the records of one district where the 
precipitation in 1919 totaled 10.22 inches as against an aver- 
age of 16.03 for the eleven years immediately preceding. And 
this subnormal precipitation recurred the next year and the 
next and the next, in varying degree and over varying areas, 
causing partial and sometimes total crop failures as a result 
of which tens of thousands gave up the struggle and quit the 
country. 

In the meantime, there came the abrupt and abysmal world- 
wide decline in the price of wheat and on top of that an arti- 
ficially forced deflation; grasshoppers and other insect pests 
came too, and in the natural course of events depreciated val- 
ues, loss of markets and restriction of credit combined to pro- 
duce a set of conditions which led to the conclusion that some- 
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thing was fundamentally wrong with Montana as an agricul- 
tural state. 

The conditions themselves were deplorable enough, but they 
grew worse with the telling. When appeals for congressional 
aid were made in behalf of the farmers of a section which 
had been especially hard hit, the country at large somehow 
got the impression that practically the entire population of 
Montana was starving to death. And from every story eman- 
ating from Montana, conclusions utterly unwarranted by the 
facts were drawn. This is not be be wondered at, however, 
when it is considered that many people right in Montana did 
not take the trouble to weigh the facts, but jumped to the 
conclusion that farming without irrigation was a failure. 

Such was the situation two years ago, in its dire, direr and 
direst aspects—the only ones which, loosely speaking, seemed 
to be visible to the naked eye. Then Montana hearkened to 
the Biblical injunction: ‘ Know thyself.” The Extension De- 
partment of the State Agricultural College sent a trained in- 
vestigator into the section, embracing at the most not over ten 
per cent of the non-irrigated farm area of eastern Montana, 
where the breakdown of agriculture had apparently been com- 
plete, distress had been acute, and the abandonment of farms 
had attained the proportions of an hegira—where only, in 
fact, such conditions existed. They came upon oases in this 
desert of desolation, and discovered among others, almost 
equally illuminating, these significant facts: 

(a) Of sixty-nine settlers in a typical township, only 
twenty-three had previously farmed. The remaining 
forty-six included two circus musicians, three black- 
smiths, two deep-sea divers, two carpenters, two butch- 
ers, three cow-hands, one sea-going engineer, three bar- 
tenders, three elderly spinsters etc., none of whom had 
had previous farming experience. 

(b) Of the twenty-three who had previously farmed, eigh- 
teen moved on the land and carried on farming opera- 
tions. Fourteen of these eighteen had been successful, 
were still living on their farms at the end of the period 
of “lean years” and had no intention of moving off. 

(c) The average capital of the farmer-settlers, upon arrival 
in Montana was only $150 plus no farming experience 


in the case of approximately seventy per cent of them. 
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(d) In practically all instances, the farmers who had failed 
had followed a one-crop system—depending on wheat 
alone—and had not employed either careful or correct 
methods of tillage and cultivation. 

(e) In practically all instances, the farmers who had suc- 
ceeded were those who had practised diversified farm- 
ing—growing wheat, corn, garden produce, live-stock 
and poultry—and had used proper methods, notably 
summer tillage. These farmers had harvested nearly 
normal wheat yields. 

Here under a microscope was Montana’s non-irrigated agri- 
culture, and in this revelation lay the genesis of a new epoch. 
Self-examination progressed. It was discovered that here, 
there and everywhere the gospel of diversification, rotation 
of crops, better farming and methods adapted to the country 
had been gaining converts and that, however reluctantly they 
had abandoned the old gods, there were no backsliders. It 
was discovered that there were communities, no more favored 
by nature than the average, which took wise counsel in time, 
and through corn and hogs and sheep and poultry and garden- 
ing and summer tillage enjoyed prosperity during all the years 
of climatic abnormality and other adverse conditions, and 
emerged better off than they ever were before. Psychological 
reaction and practical action followed. 

With improved methods, including greater diversification, 
summer tillage and a vastly increased corn acreage (for Mon- 
tana had in the meantime discovered much to its apparent sur- 
prise that it is a corn state), and more normal precipitation, 
1923 showed marked improvement. Then, this year, came 
weather conditions which brought about the greatest average 
crop yields in the history of the state, and well along in the 
summer, when a bountiful harvest was assured, came the sud- 
den sharp increase in the price of wheat and other farm prod- 
ucts, which paralleled in extent and abruptness the decline 
of four years ago. 

Consequently this has been a wonderfully prosperous year 
throughout the non-irrigated farming areas, and after long, 
lean years the farmer who stuck is “sitting pretty”. His 
earnings have been large. The purchasing power of his dollar 
has shot back up to par and over. And with the knowledge 
that has come from bitter experience it may fairly be said that 
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the pioneering stage is over and that the foundation has been 
laid for an era of substantial progress along definite and de- 
pendable lines. Confidence and optimism have returned. 

This brief résumé hits only a few of the high spots. It per 
haps gives a suggestion as to who the farmer is, where he 
came from, what experience and capital he had, and conveys 
some idea of what he has gone through. But if the full story 
of the influences which are responsible for his points of view 
were told it would have to include mention of the many con- 
ditions connected with both his buying and his marketing 
which he believes (not entirely without reason) to be dis- 
criminatory and unjust, such as those prevailing in the wheat 
market which led him to enroll by the thousands under the 
banner of the Non-Partisan League with the avowed inten- 
tion of establishing a government of, by and for the farmer 
and in the confident conviction that this was the high road of 
prosperity. 

He feels that something is wrong somewhere, but just where 
the trouble lies or just what the remedy is he does not know. 
Indeed the more he thinks about it the more uncertain and 
confused he becomes. When times were good he did not 
think much about the “ problem of agriculture”. When hard 
times came the seed of class consciousness found fertile soil 
in his discontent, and he encountered no difficulty in convinc- 
ing himself (and in being convinced) that every other man’s 
hand was turned against him. He was ready to put the blame 
for his condition almost anywhere—upon the grain specula- 
tors, the elevators, the implement manufacturers, the bankers, 
the politicians, the local business men, the government itself. 
He felt that he was not getting a square deal from anybody 
and he was ready to “try anything once” as a possible means 
of relief. Along these lines he developed a group opinion, 
and at that time he was collectively of the idea that the remedy 
lay in political action and that if we were to be “saved” his 
salvation must come through the government. Asked then if 
he believed the government should fix the prices on farm prod- 
ucts he would have replied in the affirmative. He believed 
also that the government should own the railroads, and that 
the state should own and operate elevators and flour mills 
and banks and cooperative stores, so he might himself pocket 


the unconscionable profits that were being made at his expense. 
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But between then and now he has lived and learned. He 
has seen government operation of railroads tried, and now he 
has his doubts about it. He has seen state socialism tried 
and now he has his doubts about it At the same time, he 
has seen new methods of farming make good, even in the 
face of the most adverse conditions. And, finally, he has seen 
the prices he receives for his products shoot skyward without 
any help from him or, obviously, from anybody else unless it 
be Providence. His general mental attitude has changed. 

But that is almost as far as one may safely go in assigning 
him a group view. His individual experiences have varied 
widely. His mechanical reactions to similar sets of conditions 
have varied widely. His psychological reactions have been 
correspondingly multiple. And what he believes, individ- 
ually or collectively, regarding any one phase of the agricul- 
tural problem in general or his particular agricultural prob- 
lem, is so closely interwoven with the other fabric of his 
thought that it means little to say that he does or does not 
believe this or that. 

This is likewise true, broadly speaking, of the irrigation 
farmer who, although he has had crops—good crops too—and 
although his problem has not at any time been one of ex- 
istence, has shared with his upland neighbor the burden of 
low prices and has been subject in degree to various other 
conditions and influences which have shaped the latter's 
thought. 

What, then, may be said of the view of “the Montana 
farmer” (and, inferentially, the farmers of the Northwest) 
regarding price regulation? I have put the question by letter 
and personally to a considerable number of men engaged 
either in farming or in activities bringing them into close 
touch with the farmer, and find the prevailing opinion to be 
(this without reference to their own views) that the average 
farmer today looks to economic laws rather than to legislation 
for a solution of the price problem. Which is, in my judg- 
ment, as far as in the absence of a thorough poll, the question 
can be answered. Moreover, this summary of the farmers’ 
opinion is based on interpretation of the phrase “ price regula- 
tion by statute” as price-fixing and probably would not hold 
were it more broadly construed. 


Believing that valuable light might be thrown on this one 
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phase of the farmer’s views by an expression of his ideas along 
related lines, I sent a questionnaire, rather hastily and loosely 
lrawn, to ten or a dozen farmers, and append, for what it is 
worth, a rough summary of the opinions expressed : 


Not one advocated price-fixing by statute. 

The majority were of the opinion that price readjustments will come 
through the operation of economic laws, but that legislation other than ar- 
bitrary price-fixing is needed. 

Opinion as to whether the present tariff system is advantageous or 
detrimental to the farmer was about evenly divided. 

In answer to a question as to ways in which permanent remedy for the 
present assumedly unsatisfactory economic status of the Montana farmer 
may be effected, the following were assigned major importance: 

Price readjustment through operation of economic laws. 

More scientific and business-like methods of farm operation. 

Education in the fundamentals of economics, business and government. 
Broader diversification as indicated by local conditions. 

Cooperative marketing. 

Cheaper credits. 

In answer to the question, “Do you think there is anything fundamentally 
wrong with the farming business in the Northwest—Montana in particular 
—which it is not within the power of the farmer himself to correct?” 
all but three answered, “ No.” 

A Farm Bureau president said: “ Yes; he is too far from market,” and 
suggested as a remedy establishment of a zone system of freight rates 
and abolition of base markets. 

The president of a Farmers’ Union said: “ Yes; the lack of power to 
say what his products shall sell for,” and suggested as a remedy, “ Organi- 
zation along the line of other enterprises, seeking a margin of profit 
above the cost of production.” 

The candidate for governor at the recent election on the Socialist ticket 
said: “ Yes, the profit system,” and suggested, as a remedy, its abolition. 


As merely suggestive, I append also the observations, made 
under the general head of remarks, by some of these men, all 
Montana farmers, all operating within the same county and 
all, let me add, of intelligence and education considerably 
above the average: 


(A) 

The farmer’s only salvation is himself. There is no chance for price- 
fixing to help him. Seventy per cent of the consuming public are interested 
in high prices for their labor and low prices for what they consume. 
The only chance of legislation to set a price on wheat is to set a price 
to keep wheat prices down in case of a crop shortage, the same as was the 
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case during the war when the price-fixing cost the Northwest wheat grower 
$1.26 a bushel the day the price was fixed. That is history and those facts 
and conditions that governed the producer are known, and also the ruin 
that came to the producer through those facts and conditions is merely 
scoffed at. 

There never has been an over-production to warrant the low prices. 
It is simply the seven to three balance of power. We didn’t see any effort 
being made to fix wages or other things that entered into the cost of 
production. ‘ The powers that were” appealed to the wheat growers to 
raise the wheat to win the war but the same powers set his price at less 
than the cost of production. Mr. Hoover stated the facts very plainly 
when he said that the wheat growers were patriotic enough to raise 
wheat even at a loss. 

There isn’t any chance of help for the farmer through legislation or 
through any one or any combination of people. He has that to dig out 
for himself either through a growers’ strike through a period of years or 
some method of production that will cut the costs. 


(B) 

Up to a fairly recent date I have believed that a farmer who breeds 
his own human labor as he breeds horses, pigs, cattle etc., would probably 
be able to remain on the land and possibly accumulate a few dollars from the 
unpaid labor of his human chattels. However, after numerous talks with 
farmers who attempt to follow the above-mentioned method of obtaining 
labor necessary to operate their farms, I am forced to doubt my own con- 
clusions. Only the half-wits and defectives among this labor as a rule 
remain. The rest of it departs for other pursuits and occupations, just 
as thirty-six boys and girls in my home locality have done in the past 
few years. 


(C) 


Of course the farmer with little education blames the government for 
his condition and looks to it for a remedy. What else could we believe 
when a lot of d fools who ought to know better (and doubtless do 
know better) are advocating McNary-Haugen cure-alls and easier credits 
in every farm paper west of the Ohio. Too much credit has ruined ten 
farmers where low prices have ruined one. I could name a hundred cases 
that have come under my own observation where this is true. 

If the Congress will give us a ship subsidy law; a law taxing stock 
dividends; raise the tariff on a few farm products and then quit talking 
about the poor farmer for a generation, we shall soon become a self- 
contained nation and enjoy real prosperity. Right now the American 
farmer, who works as hard as the average laborer, is more prosperous 
than at any previous time in our history. Farm work is now so easy that 
it has bred discontent. 


The last sentence in the preceding quotation I find particul- 


arly suggestive, especially as I have heard it echoed in the 
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comments of other farmers. And when I think of the in- 
comes—the net labor earnings, if you please—of thousands 
of Montana farmers on both irrigated and non-irrigated land 
this year, I wonder if there isn’t much food for thought in 
the recent reply of an Eastern Montana benchland wheat 
farmer, to a question as to how he was coming along: 

“Well, I’ve come down to milking cows!” 

The italics are mine. 
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DISCUSSION: THE AGRICULTURAL DEPRESSION 
AND THE PRICE LEVEL 


GEORGE F. WARREN 


Professor of Agricultural Economics, New York State College of 


Agriculture, Cornell University 


ROM the preceding papers, several conclusions seem to 
3) stand out: 

1. By means of a protective tariff, industry has 
been protected so that it has not suffered the full effects of the 
world situation. 

2. By means of immigration restrictions, the country has 
been prevented from being flooded with undesirable immi- 
grants; at the same time American labor has been protected 
from the full effects of the world situation. 

3. By governmental regulation, freight rates have been 
placed at such a figure that the railroads are able to make the 
needed repairs and betterments; and well located and well 
managed railroads are able to make a good profit. The public 
opinion concerning the railroad situation is represented by the 
present striking advance in prices of railroad stocks. In short, 
regulation has placed the railroads in a reasonably satisfac- 
tory condition. 

4. With the exception of wool, sugar and flax and a few 
minor products which can be benefited by the tariff, no gov- 
ernmental acts have definitely protected agriculture in the man- 
ner in which labor, industry and railroads have been looked 
after. Asa nation, we have no policy looking to similar pro- 
tection for agriculture. 

For the fifth year, the farmers of America are having to 
sell their products at prices that are about two-thirds of the 
pre-war level as compared with city wages, with taxes, and 
with debt payments. In each year, some products and some 
regions have done fairly well and other regions and other 
products very badly. 

This year, owing to unfavorable weather in Canada, and in 
Europe, the wheat crop has been very small. At the same 
time the weather in the United States was very favorable for 

{218} 


} 


No, 2] THE AGRICULTURAL DEPRESSION 71 
wheat. As a result the world crop is only ninety per cent of 
last year's, but in the United States, the crop is six per cent 
better than last year. These unusual weather conditions have 
helped the wheat farmers. 

Owing to unfavorable weather, the corn crop in America 
is small and prices are high. Since most of the corn is used 
by farmers, these high prices do not mean more cash. The 
farmer is concerned with price of corn in the form in which he 
sells it, namely in hogs, beef etc. The short corn crop will be 
reflected in a later short supply of hogs, and farmers will then 
benefit by better prices for hogs. This influence is beginning 
to be felt. 

The weather was favorable for potatoes and the crop is so 
large that at some points in New York, farmers are selling at 
thirty cents a bushel. 

Taking all food products as sold by American farmers, the 
price in September this year (1924) is twenty-nine per cent 
above the five-year average before the war. If cotton and 
the other non-food products are included, the average prices 
paid to farmers were thirty-seven per cent above the pre-war 
average. When it is realized that city wages, taxes and debts 
are more than double pre-war figures and that freight and 
express rates in the East are nearly double pre-war rates, the 
agricultural situation can be better understood. 

Prices paid to farmers for food products in September a 
year ago were twenty-two per cent above the pre-war level, so 
that the twenty-nine per cent represents some improvement 
during the past year, but the end of the agricultural depres- 
sion that is heralded each fall is not in sight and there is no 
indication that it soon will be. The farmer’s needs are so 
acute that each fall his money is spent quickly. This gives 
a temporary stimulus to business that is welcomed as a sign 
that the depression is over, but the sales to farmers in the 
latter part of the crop year are disappointing. 

The future of farm prices is intimately bound up with the 
future of gold values. If gold is to regain its pre-war value, 
that is, if the general price level is to fall to the pre-war level, 
which the speaker expects it to do in the next ten to fifteen 
years, the future of agriculture can be told with considerable 
accuracy. 

If the general price level falls, taxes and payment of debts 
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will continue to take abnormally larger quantitites of farm 
products so that relatively small quantities are left to exchange 
for other things. Agriculture is an industry with an exceed- 
ingly slow turnover. It requires about seven years to make 
sales equal to the capital invested in the farming business. 
Agriculture cannot adapt itself to a falling price level as 
quickly as can city industry. Nor can agriculture close down. 
It is not incorporated. Each man is working for himself. So 
long as the general level of prices falls, farm prices will con- 
tinue to be lower in relation to retail prices than were prices 
before the war, because the handling charges will remain 
high and prevent retail prices from fallin 
prices. 


g as much as farm 

We are passing through a period of enormous redistribu- 
tion of wealth. The cities are getting their food supplies in 
exchange for fewer hours of city labor than ever before. As 
a result, the city demands for houses, autos, moving pictures 
etc. are greater than at any previous period. At the same 
time farm buildings are being neglected, tile drains are not 
being laid, breeders of improved livestock are holding dis- 
posal sales. 

A readjustment is, of course, inevitable. The more vio- 
lent the agricultural depression and the longer it lasts, the 
more violent the reaction will be. No such disaster to a basic 
industry can occur without bringing in its train a disastrous 
shortage of the products of that industry. The agricultural 
depression that lasted for the generation ending with 1896 
was so great that there were twenty-four years of a rising 
cost of living. The present agricultural depression is the 
worst ever experienced in America. It will be followed by 
years of rising cost of living. It takes a long time for an 
agricultural depression to make itself felt in the food supply, 
and requires an equally long time to get agriculture going 
again. To-day the cities are profiting at the expense of the 
farmer and seem destined to do so for several more years. 
When the reversal occurs there will be a period of agricultural 
prosperity and city agitation against the high cost of living. 
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DISCUSSION: DOES THE FARMER NEED HELP? 


LOUIS D. H. WELD 


Manager, Commercial Research Department, Swift & Company, Chicago 


OW that agricultural prices have advanced, so that 
N they are nearly in line with the prices of manufac- 
tured products, it is perhaps a little late to discuss 
remedies for the situation that has existed for the past three 
or four years. But there are still important problems of 
national interest connected with agriculture, and this is a con- 
venient time to review the happenings of the recent past in 
order to determine whether any important and fundamental 
measures can be taken to improve agricultural conditions per- 
manently, and to prevent such a serious agricultural depres- 
sion as we have just been through. 

Unquestionably, agricultural prices have been abnormally 
low, as compared with the general price level, and the farmer 
has been having a mighty hard time. Professor Warren, in 
his discussion before the Academy, has overdrawn the picture. 
At least, not all farmers have been so adversely affected as 
we are led to believe. Dairy farmers, especially those in the 
butter-making sections of the country, have been enjoying 
high prices during most of the agricultural depression. This 
is not so true in 1924, because milk production appears to have 
caught up with the demand. Poultry and egg raisers have 
been getting good prices. Sheep and wool raisers have been 
prosperous most of the time during the past four years. The 
cotton planters have been enjoying high prices, but their crops 
have been short. 

Corn and hog raisers have not been so badly off as super- 
ficial inspection of the figures would indicate. Mr. Brand, in 
his paper, referred to the present unfavorable ratio of corn 
prices to hog prices, intimating that there can be no profit in 
feeding high-priced corn to low-priced hogs. Mr. Brand 
neglected to mention that during at least half of the time dur- 
ing the past four years, corn prices have been low as compared 
with hog prices. The total income from corn and hogs has 
been running about fifty per cent higher than during pre-war 
years. It so happens that a bountiful nature helped the corn 
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and hog farmer, and kept down his production costs. We had 
four record corn crops in succession in 1920, 1921, 1922 and 
1923. Cheap corn encouraged hog production, until during 
the year 1923 we had the greatest supply of pork that was 
ever produced in asingle year. The increase was nearly thirty 
per cent over the year before. As a result, hogs dropped to 
around seven cents a pound. Only a sound business condi- 
tion and an efficient machinery for taking care of the great 
flood of hogs and marketing the meat kept hogs from going 
even lower. Hog production was overdone, and now in 1924 
there comes a short corn crop, due to unfavorable weather con- 
ditions. Hog production has already begun to decrease again. 

The usual comparison between agricultural prices and prices 
of manufactured goods overlooks another important factor. 
Not all manufacturing industries have been so very profitable. 
The leather industry, for example, has had a most serious 
depression, lasting for four years. The textile industries have 
had hard sledding during a large part of the time, especially 
in 1924. The Bureau of Labor index number for metals and 
metal products has been as low as the index for farm products 
most of the time during 1922, 1923 and 1924. In October, 
1924, it was 127 (1913 prices=IO00) against 149.2 for farm 
products. Likewise the index for chemical products has been 
consistently below the index for farm products during the past 
three years. The general average of prices has been kept at a 
high level largely by building materials, house-furnishing 
goods, fuel, lighting and clothing. 

Although agricultural prices have been out of line with the 
general price level for the past four years, this is not a new or 
unusual phenomenon. They have been out of line in the past, 
sometimes below the general price level and sometimes above. 
Mr. Brand presented a chart indicating that over a series of 
years agricultural prices had been above the general price 
level, perhaps as much as they had been below. The point 
is, that agricultural prices have always come back into line. 
Professor Warren is undoubtedly correct in saying that the 
agricultural recovery is not so marked as newspaper propa- 
ganda would indicate, but we all know that a readjustment to 
the general price level is taking place at present. 

The recent maladjustment between prices of farm products 
and the general price level has been more serious than usual 
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and it has been taking the farmer an unusually long time to 
work back to normal. But this serious maladjustment has 
been the result of a world upheaval, such as had never occurred 
before and which is not likely to occur again. The war over- 
stimulated agriculture in this country, and our agriculture is 
necessarily slow conforming to new conditions. Since 1920 
there has not been as active a foreign demand for our products 
as we should like to see, because of lack of ability to purchase 
and also because of the fairly rapid recovery of agriculture in 
European nations. There is every reason to believe that 
through the operation of natural economic forces agricultural 
prices will work back to a normal level as compared with 
prices of manufactured products, and that there is not likely 
to be any problem in the future as serious as that which has 
existed during the very extraordinary and unprecedented 
period of 1921 to 1924. 

One bad effect of the recent agricultural depression has been 
the waste of time over foolish remedies that have been pro- 
posed. There has been much loose economic thinking, and the 
people’s minds have been filled with fallacies. Mr. Brand 
says that the farmer himself is not radical, but the same cannot 
be said of his many champions, especially in the halls of 
Congress. There have been a great many remedies proposed, 
and some of them have been partially carried out. Some of 
the principal ones have been as follows: (1) increase of tariff 
duties; (2) reduction of freight rates; (3) better credit facili- 
ties for farmers; (4) artificial raising of prices of agricultural 
products, as contemplated by the McNary-Haugen Bill; (5) 
increase in cooperative marketing. The agricultural unrest 
has also stimulated interest in the whole problem of market- 
ing, and has led to the statement that the principal difficulty 
with the agricultural situation is the cumbersome marketing 
system and the wide spread between farm price and consumer 
price. 

It is not necessary to discuss most of these proposals in de- 
tail. Tariff duties, as Professor Hibbard points out, are not 
an important factor except in the case of one or two commod- 
ities like wool. Freight rates have been lowered in some in- 
stances, but they are such a small proportion of the final retail 
price that they have not been a fundamental cause of lower 


farm prices. As for better credit facilities, the government 
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has taken very definite steps in order to make it easier for 
farmers to borrow money. These steps have undoubtedly 
helped to relieve the situation somewhat, although in some 
cases they may have induced farmers to borrow too much 
money. 

As for the McNary-Haugen Bill, which Mr. Brand has 
championed so earnestly in Washington, I do not know of any 
seriously considered legislative proposal which is open to so 
many objections. This bill aims to establish an export cor- 
poration, financed by the government, which, through its 
operations, is supposed to raise the prices of agricultural prod- 
ucts by buying up an estimated exportable surplus, and dump- 
ing this surplus in foreign markets. The loss from dumping 
this surplus is supposed to be more than made up through the 
much higher prices that farmers receive for their products, 
The bill provides for a system of payments in scrip which the 
farmers could turn into cash after the results of a season’s 
operations are known. 

Without attempting to discuss this matter profoundly, I wish 
to point out the obvious fact that it would legalize the policy 
of dumping—a policy which the government and the public 
have never liked. Such a policy would undoubtedly lead to 
retaliatory measures by foreign governments, especially British 
colonies, where agricultural interests would not care to see 
their own markets depressed by imports of goods from the 
United States. If the policy contemplated by the bill should 
be successful, it would raise prices of food products to con- 
sumers in the United States. It would also encourage greater 
agricultural production in this country when readjustment 
rather than over-stimulation is the thing most needed. In 
other words, this bill would tend to aggravate the maladjust- 
ment rather than help to bring agricultural prices and produc- 
tion into their normal relationship to other economic factors. 

If the objections enumerated above are not sufficient, it is 
possible to enumerate many others. It is not likely that farm- 
ers would like the scrip system of deferred payments. There 
might be “bootlegging” in wheat and other products handled 
under this bill; in other words, goods might be sold illicitly 
for cash rather than for scrip of unknown value. The whole 
scheme would make necessary a complicated and tremendous 
government machinery. It would also tend to upset present 
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No, 2] DOES THE FARMER NEED HELP? i 
export trade relations of private companies. Finally, there 
is no assurance that buying up an estimated exportable sur- 
plus would bring prices up to the desired level. Surely there 
has been no important measure open to so many serious ob- 
jections ! 

As for the suggestion that there ought to be more coopera- 
tive marketing, this is of course a remedy that cannot be ap- 
plied instantly for any one particular situation. It has to be 
developed gradually. Cooperative marketing by farmers has 
been a success. When the writer was at the University of 
Minnesota he studied the situation very carefully and was 
greatly impressed by the benefits accruing from the six hundred 
cooperative creameries, the hundreds of cooperative elevators 
etc. in that state. But the greatest benefits of cooperation come 
from the operation of local shipping associations, rather than 
from the operation of associations that extend their activities 
into the performance of wholesale marketing functions in 
terminal markets. The wholesale trades are already organ- 
ized on such an efficient basis and the margin of expense and 
profit in the wholesale trades is so small, that cooperative 
ownership and operation c:nnot hope to effect any substantial 
reduction. Farmers do be.ter by confining their cooperative 
activities to their own communities than by devoting their 
time and capital to the development of large organizations 
that attempt to perform wholesale functions in distant markets. 
The new cooperative organization which has recently taken 
over important private interests in the grain trade may possibly 
be able to remain in business indefinitely and make a financial 
profit (especially since the present executives of the business 
have promised to manage the company for a few years), but 
it is not going to result in the payment of any higher price 
to farmers for their wheat. 

Although the burden of the foregoing remarks is that 
radical, abnormal remedies are ineffective and dangerous dur- 
ing a period of agricultural depression, we must not overlook 
the fact that the farmer on the whole is in an extremely dif- 
ficult position and that he deserves constructive aid from the 
government. The reasons for his needing special considera- 
tion are: 

First, the. farmer cannot adjust his scheme of production to 
general economic conditions as quickly as the manufac- 
turer. For example, as far as the farmer can exercise control 
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over his hog crop for the winter of 1925-26, he must decide 
on his policy at once (November-December, 1924). The 
breeding has to take place this winter; the pigs will be far- 
rowed next spring; they will not be mature for market until 
a year from now. What nature may do in the way of making 
big or small crops is beyond his control. He does not know 
whether the summer of 1925 will yield a crop of high-priced 
or low-priced corn. Industrial conditions may be bad, and yet 
he may have a fairly large crop of high-cost hogs to send to 
market. 

Second, the farmer is more dependent on the whims of 
nature than is the manufacturer. Weather conditions and in- 
sect pests may spell prosperity or ruin. An epidemic of hog 
cholera may affect thousands of farmers. The depredations 
of the boll-weevil in the South furnish perhaps the most con- 
spicuous example. 

Third, the farmer is disorganized and scattered. This 
militates against collective action in the formation of consist- 
ent agricultural policy and also against effective absorption of 
current market and business information that is being dissem- 
inated. 

Because of these three reasons, it is proper for the govern- 
ment to do more to help agriculture than to help industry. 
What we need is a real constructive program to improve the 
methods of farming and the conditions under which farmers 
operate. On the whole, we are at present carrying out a con- 
structive program of this sort, first, through research and ex- 
perimental work done by the federal government and state ex- 
periment stations; second, through the crop-reporting work 
of the federal and state departments of agriculture and sta- 
tistics; third, through the study of markets and marketing, 
and the Market News Service of the Department of Agricul- 
ture; fourth, through education in agricultural colleges and 
schools; and fifth, through the dissemination of information 
by means of bulletins and through farm advisers, county 
agents etc. 

It is certainly worth while to make a careful study of our 
present agricultural program with the view to determine 
whether it can be made more effective. For this reason, 
President Coolidge, in establishing a Commission of Agricul- 
tural Inquiry for the purpose of studying this matter, is work- 


ing along constructive lines. 
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THEORY AND PRACTICE? 


PRICE FLUCTUATIONS AND THE DISCOUNT POLICIES OF 
CENTRAL NOTE ISSUING BANKS 


PAUL M. WARBURG 
Chairman, Board of International Acceptance Bank, New York 
President, Federal Advisory Council, Federal Reserve Board 


N the face of a program that announces some of our best 
expert economists as about to discuss before you the 
topic of prices, I am afraid it must seem a presumption 

on the part of a plain banker to venture to address you. Let 
me assure you, however, in advance, that being painfully 
aware of my shortcomings, I shall not trespass upon your 
patience long, but shall confine myself to a few brief remarks. 
In listening to them, you will quickly notice that my observa- 
tions are not scientific; their unscientific character is, indeed, 
my only excuse for offering them. For I believe it may not 
be entirely inappropriate and useless to permit an old practi- 
tioner’s plain and obvious thcughts to be expressed along- 
side of the deeper and more complex considerations and con- 
clusions presented by the learned profession. 

Nobody has a more sincere respect and admiration for 
science than I; nobody has a more abiding faith in the undis- 
puted sway of fundamental principles established by scientific 
research. But where we deal with applied science, struggling 
not with the immutable elements of nature, but with composite 
problems born by the arbitrary will of man—the outgrowth 
of thousands of years of wise or stupid human acts, resulting 
in conditions as ephemeral to-day as they were in the past— 
then, I believe, there is nothing more dangerous than the at- 
tempt to deal with such complex and ever changing things 
as if they were the effect of but one cause, of trying to ex- 
plain them by one formula, and to regulate them by one rule. 


1 This paper was prepared to be delivered as the introductory address of 
the presiding officer at the opening of the afternoon session, at which the 
author was unfortunately unable to be present.—En. 
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In a world as thoroughly interlocked as ours by the ties 
of international trade and finance, prices are the resultant of 
thousands of forces at play within our own national borders 
and without. Yet there are those who confidently proclaim 
the doctrine that it is money that makes prices, and that since 
official discount rates determine the value of money, it is 
therefore the discount rate that makes prices. It is not for the 
sake of the sport of matching my mind against the minds of 
the proponents of that school of thought, but because I have a 
very deep and genuine interest in the future integrity of our 
banking system, that I feel it my duty, with all the emphasis 
of which I am capable, to defy that theory. For if it were 
generally accepted as true that discount rates make prices, 
then it would inevitably follow that the Federal Reserve 
System could be held responsible for every economic catastro- 
phe or maladjustment of prices that would affect our country 
in the future. If, however, so vast a power over the destinies 
of the nation were believed actually to rest in the hands of 
those in charge of the Federal Reserve System, then it would 
be a question of only a short time for the management of that 
system to be placed under complete political control—with con- 
sequences that need not be elaborated further here. For it 
is inconceivable that so unlimited a power, if it really existed, 
would long be left in the hands of a non-political organiza- 
tion. It is the gravity of such a possibility that impels me 
to crave your patience for a few minutes in following me, not 
in any deep abstract argument, but in the presentation of a few 
plain facts, illustrating conditions in which the discount rate 
certainly was not the dominant factor. 

The open market rates for prime four to six months’ com- 
mercial paper began to decline from 5% to 5% per cent, in 
October, 1923, and gradually fell to 3 to 3% per cent, in 
August, 1924. The offering rate for ninety-day bankers’ 
acceptances began to decline in March, 1924, from 4% per 
cent to 2 per cent, in July, 1924. The official rediscount rate 
of the New York Federal Reserve Bank was reduced from 4% 
per cent to 4 per cent on May 1, 1924, and to 3% per cent on 
June 12, and finally reached its lowest point of 3 per cent on 
August 8, 1924. 
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It is interesting to note from these data that money rates 
in the open market began to decline well ahead of the reduc- 
tion of Federal Reserve rediscount rates, showing that in our 
case ‘‘ discount rates were not making money rates”, but that, 
on the contrary, they were following and not leading the 
general decline in the value of money. But, if the theory that 
money controls prices were correct, our price level would 
have shown a very substantial rise in response to the reduc- 
tion in money rates above described, the most drastic we have 
ever known since 1914. But, as a matter of fact, prices, on the 
whole, during that period of rapidly falling money rates, pre- 
served a fairly stable level, with a tendency downward rather 
than upward. 

If we examine England’s recent experiences with regard to 
money and prices, we find the startling fact that during 1923- 
24, England went through a period of rising money rates, 
which, according to the theory we combat, should have resulted 
in falling prices, and that English prices, however, did not 
fall in that period, but showed a rising tendency. 
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These facts speak for themselves and would seem conclu- 
sive, unless, indeed, there are labyrinths of theoretical or poli- 
tical thought into which the simple mind of a plain banker 
is unable to penetrate. 

It may be worth while to review for a minute our most 
recent developments in financial and economic history. The 
rediscount rate of the New York Federal Reserve Bank has 
not been changed since August 8, when it was fixed at three 
per cent, and all during the summer and early fall there was 
an acute plethora of money and stagnation in business activity. 
In September the Dawes Plan was put into operation; in Oct- 
ober the German loan was placed; and in November President 
Coolidge was re-elected. And as each step enhanced the 
people’s confidence, and increased Europe’s borrowing and 
purchasing power, business improved, money began to harden, 
and prices began to show a rising tendency. But it should be 
remembered that during all that time the Federal Reserve 
discount rate remained unchanged. 

“Oh,” say our friends, “that was psychology, and you will 
admit that it plays an enormous part!” Not only do I con- 
cede that, but I claim it as one of my strongest arguments. If 


everyone thinks that prices are too high, and that times will 
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be bad, and if everybody, therefore, stops buying, that is 
“psychology”. And if everyone thinks that things are low 
and times are improving, and therefore begins to buy, that, too, 
is “ psychology”’. It is “ psychology” with a vengeance, that 
at times has proved a much more influential factor in the de- 
termination of price levels than discount rates. 

But other forces than “ psychology” may play an import- 
ant part in influencing price levels. To cite only one illustra- 
tion taken from our own present conditions: The very fact that 
we had a good crop while Europe had a poor one, had a most 
important bearing in shaping our present level of prices. 
Yet nobody would claim that discount rates are making good 
or bad crops. 

Now, while by stating these few incontrovertible facts, I 
have tried to bring home to you the fallacy of the contention 
that through discount rates it is practicable to regulate the 
movement of prices, I do not wish to be understood as meaning 
to profess that discount rates never have any influence on the 
price of money or that the price of money never has any in- 
fluence on the prices for goods. With many others, the rate 
for money is a contributing force in the making of prices—at 
times important, at times negligible—never, however, the sole 
and only factor. In times of great expansion and subsequent 
scarcity of credit facilities, the Central Bank, through its very 
operations, temporarily may become a power of outstanding 
influence. There may be circumstances in which the lowering 
or raising of the official discount rates may have a very strong 
and determining influence upon the country, particularly when 
gold standards reign supreme; and again, there may be times 
when changes in the rate structure will have only a very pas- 
sing and negligible effect, or even none at all, particularly 
when paper currency is being issued without restraint. 

Speaking by and large, a Central Bank discount rate in a 
world which is “off the gold basis” is like steam without the 
pressure of the boiler. It is like a religion without the fear 
of God. Before 1914 people knew that note issues were lim- 
ited by the amount of gold serving as the prescribed reserve. 
Whenever that limit was in danger of being reached, or when 
gold exports threatened to reduce the gold reserve, and thereby 
brought the possibility of a contraction of the note issue so 
much nearer, the community realized that a rise in discount 
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rates was impending. But that was not all; they also knew 
that the gold reserve determined not only the measure of the 
outstanding note circulation but, indirectly, also the volume 
of the entire credit structure built upon it, and, therefore, that 
an advance in rates foreshadowed further advances until the 
general economic situation would have been brought into pro- 
per balance. It was that realization which made everybody 
“sit up” and take steps in order to reduce and readjust his 
commitments. 

It was the inevitablity of consequences inherent in these 
conditions that made discount rates effective in those years. 
To-day, the United States is so strong that we do not fear a 
loss of gold, and in European countries, where the straitjacket 
of gold does not exist, discount rates have frequently been in- 
creased without any actual or psychological effect. 

While, in these circumstances, the discount rate, at present, 
has lost a great deal of its normal and natural power, its in- 
fluence has been strengthened, on the other hand, by a new 
ally that has come to its assistance. Where the fear of God, 
or rather the fear of gold, has become weaker, the appeal to 
reason has become stronger. Colleges, banks, the large indus- 
trial corporations, government departments, and particularly 
the Federal Reserve System itself, have established bureaus, 
the special function of which is to study and analyze economic 
and financial conditions at home and abroad. Through their 
efforts, the business man, the manufacturer, the banker and 
the farmer are constantly being kept advised with regard to 
trade cycles, price levels, inflation and deflation, and the in- 
creases and decreases in production, distribution and consump- 


tion. True enough that statistics and interpretations fre- | 


quently are faulty and misleading, but the consistent dissem- 
ination of economic information produces, none the less, ex- 
cellent results in several directions. It teaches all classes of 
producers that they are interdependent, not only nationally 
but also internationally ; it teaches them to watch the weather 
chart, even though, as far as they can see, the sky may be 
cloudless and blue; it helps them to understand economic phe- 
nomena when they have become actualities, and by under- 
standing them to meet them intelligently. Most important of 
all, it may enable them to recognize the rocks while there is 
still time to change the course, or conversely, boldly to launch 
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out into the sea when the charts show clearly that there are 
no cliffs te be feared. This reading of the map is of the 
greatest value also to the captains of the Federal Reserve 
System when they take their soundings. It helps them to 
reach their own conclusions, and when they decide to act, they 
have the immense advantage of having the public mind pre- 
pared, so that it may willingly accept the advice involved in 
the change of the discount rate and cooperate rather than 
resist. The appeal to reason has taken the place of the “ fear 
of gold” in mustering “psychology” as the helpful ally of 
the discount policy. 

When the irresistible power of the free flow of gold can not 
assert itself as a directing force, the discount policy of a 
country becomes easily exposed to the danger of intrigues and 
attacks by selfish or dissatisfied individuals or classes, whose 
willing mouthpiece is the soap-box politician. In such cir- 
cumstances, it is all the more essential that those in charge 
of central note issuing institutions should be able to bring con- 
vincing proof that in their decisions they were guided by 
economic necessity, and not by guesswork or arbitrary whim. 
In this regard, economic research bodies may render invalu- 
able services. 

When warring against one-sided theories, I am not aiming 
at certain economists alone; my criticism is directed every 
bit as much at offending members of my own profession. Let 
me cite only two instances. Prominent British bankers con- 
fidently asserted that a consistent heavy influx of gold was 
inevitably bound to produce inflation of money and prices in 
the United States. Indeed, many British bankers and states- 
men believed that by subjecting us to the evil effects of a flow 
of gold they would eventually scare us into a more liberal 
policy with regard to Europe’s indebtedness to us. But these 
prophets overlooked the fact that they were not dealing with 
a mathematical equation or with the reaction of one chemical 
element upon the other. Gold that travels to India has no in- 
flationary effect there as long as it is hoarded or used to adorn 
the arms, ankles, ears and noses of fair Hindu damsels. And 
gold flooding a country using paper currency can be deprived 
of its acute inflationary effect as long as it is being substituted 
for outstanding paper circulation. Suffice it to point out that 
the unprecedentedly large amount of gold we received—one 
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and a half billion dollars since 1920—has thus far not greatly 
raised our price level. 

If time would permit, it would be interesting to delve into 
another banker’s theory, quite broadly accepted in England, 
viz., that if our prices rose by some five per cent, the rate for 
sterling exchange would automatically go to par. That as- 
sumes, of course, that while our prices would rise, British 
prices would remain stationary. But if the increase in our 
price level were caused primarily by a boom in the price of 
agricultural products, or oil, or other raw materials, for which 
we make the price—without immediately, or proportionately, 
affecting wages and the retail level for manufactured goods— 
is it to be expected that the price for grains, cotton, oil etc. 
in England would remain unchanged and that the pound sterl- 
ing would rise? Is it not just as reasonable to suppose that 
the British price for these things would rise in sympathy with 
ours, so that the rate of exchange between the dollar and the 
pound sterling might remain fairly unaffected by the change 
in our prices? On the other hand would not a liberal granting 
of foreign loans—short or long—be able to bring about a rise 
in the pound sterling rate even if price levels in England and 
here remained fairly unchanged? I am not claiming to know 
which course the pound sterling or British prices are going to 
take; my contention is simply that we should beware of one- 
sided theories. 

As the human body is built upon the coordinated functions 
of many organs, so is the structure of money and prices. It is 
easy enough to unbalance or kill the body by weakening or 
destroying an important organ; it is possible to treat one organ 
if the trouble is properly understood; but it is impossible to 
write one formula that would cover the whole picture, or one 
prescription that would keep all organs properly balanced 
and coordinated. 

And so it is with the body economic. The statesman or 
student dealing with one specific phase of the problem, should 
never forget that, no matter how all-important that particular 
side of the question may appear to him, it is, after all, only one 
of thousands of component factors and functions constituting 
our social and economic life. The physician who can diagnose 
the disturbance of a single organ, and consider and treat 


it, both as to cause and effect, as a correlated part of the whole 
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body, is the true master of his art. He is the man that safe- 
guards his patient, not only from unnecessary suffering, but 
from abusing and wasting his substance and vitality. And 
what a wise physician may do for the individual, an accom- 
plished economist may do for the people as a whole. 

Success or failure of this great Democracy in its struggle 
with its economic and social problems will largely depend 
upon the degree of understanding our masses and their leaders 
gain concerning these topics. Economic research and the dis- 
semination of economic truths is, therefore, a task of the 
greatest moment. I do not know of any other that would out- 
rank it in importance. 

I deem it a great privilege to be permitted to open the after- 
noon session of this Conference. Could I do it more appro- 
priately than with the wish that we may live to see the time 
when economic education will be so far advanced among our 
people that any political party that would proclaim a high 
price for cotton or a low discount rate as a Republican or De- 
mocratic achievement, would be laughed out of court. In the 
meantime, if some of our friends in Congress would do noth- 
ing but study the program of this conference, the enumeration 
of our topics alone would demonstrate how manifold are the 
factors that combine in making prices, not only of goods and 
services, but also of money. 

[237] 


} 


THE MOVEMENT OF WAGES AND THE FUTURE 
OF PRICES 


PAUL H. DOUGLAS 


Associate Professor Industrial Relations, University of Chicago. 
Visiting Professor of Economics, Amherst College, 1924-25 


E cannot prophesy concerning the future of wages 
W and their probable effect upon prices with any ac- 
curacy unless we know what has been happening in 
the past. We stand on firmer ground in making such fore- 
casts if we are able to discover the degree to which money 
wages have kept pace with price movements in the last thirty 
or forty years. This paper will chiefly address itself, there- 
fore, to a consideration of what has happened, in the belief 
that this will afford a more solid basis for judging what is 
likely to happen. It will seek, tentatively at least, to answer 
such questions as: 

(1) What has been the probable increase in the cost of 
living since the nineties? 

(2) Is the American workingman able to buy more with an 
hour’s wage than he could have during the nineties? 

(3) Can he buy more with a standard week’s work? The 
typical workman to-day normally works fewer hours per week 
than he did thirty years ago. The purchasing power of a full- 
time week’s work might therefore decrease while that of an 
hour’s wage was increasing. 

(4) Can the workman buy now with his actual weekly earn- 
ings more than he could in the nineties? If men worked 
neither more nor less than the standard number of hours per 
week there would be no difference between this and the third 
question. Since however, they are sometimes employed on 
part time and again on overtime, the relative movement of 
actual weekly earnings frequently diverges from that of full- 
time wages. 

(5) Can the workman buy more with his yearly earnings? 
If all the workmen were employed throughout the year, their 


annual earnings would be merely fifty-two times their weekly 
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earnings. Because of unemployment, however, the average 
annual earnings will always fall short of this figure. If the 
percentage of unemployment were constant, the relative move- 
ment of actual weekly earnings would also represent that of 
yearly earnings. Since the percentage of unemployment does, 
however, vary greatly, at least within the business cycle, the 
index of actual weekly earnings cannot be used to make year- 
to-year comparisons of annual earnings. It is fairly reliable, 
however, in showing long-time movements. 

(6) Finally, we are interested in knowing not only the 
general movements of wages and earnings but also how the 
workers in manufacturing have fared in comparison with 
miners, farm-laborers, railway workers and other groups, as 
well as the relative movement of wages in the various industries 
within the manufacturing group itself. 


I. The Probable Increase in the Cost of Living, 1890-1923 


From 1890 to December, 1914, the only reliable record that 
we have is for retail food prices. We have from that date, 
reliable data on the increase of the total cost of living, in- 
cluding clothing, furniture, housing, fuel and light, and house 
furnishings, which have been collected by the Bureau of 
Labor Statistics, first for nineteen cities, and then later for 
thirteen more. I have computed a composite index by splic- 
ing the weighted average of the indexes for each of the thirty- 
two cities to the earlier weighted index of food prices, using 
the average for the years 1890-99 as a base or 100. The 
index for the last ten years is as follows: 


Year Relative Cost of Year Relative Cost of 
Living Living 

(1890-99 = I00) (1890-99 = 100) 
214 276 
281 


It is against such a background as this that we must measure 
the movement of money wages and earnings. Thus, in 1920, 
it would have been necessary for wages to be over three and a 
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third times the 1890-99 average to have purchased as much 
in commodities as then; while last year, they would have had 
to be two and eight-tenths times this average in order for the 
workmen to have maintained their position. 


Il. The Purchasing Power of Hourly Wage Rates 
and Earnings 


The following indexes’ represent the purchasing power of 
an hour’s wages in sixteen manufacturing industries, and in 
both anthracite and bituminous coal mining. Weighted in- 
dexes of the relative money hourly wages in terms of the 1890- 
99 average were computed for each industry. The resulting 
index for each year was then divided by the index of the 
cost of living, and thus an index of real hourly wages was 
secured. These indexes for the various industries were then 
weighted by the relative number employed in each and a 
weighted average for the industries as a whole secured: 


Year Purchasing Power of Year Purchasing Power of 
an Hour’s Wage an Hour’s Wage 


This index indicates that during the war, the average 
American wage-earner in manufacturing industries was not 
able to purchase as many commodities with an hour’s work as 
he could have done in the decade of the nineties. Since 1919, 
however, the real hourly wages have increased until they are 
today probably between ten and fifteen per cent more than 
they were during this decade. 

But while there has been this general increase for manu- 
facturing and mining as a whole, there have been wide diver- 
gences in the degree by which the various industries have 
benefited. Thus in 1922, the indexes for a number of specific 
industries were as follows: 


1A full statement of the sources used and methods employed in preparing 
each of the several indexes is given in the writer’s forthcoming book, The 
Movement of Real Wages—1890-1924, which is to be published under the 
auspices of the Pollak Foundation for Economic Research. 
2? Does not include anthracite and bituminous coal. 
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Union Purchasing Payroll Purchasing 
Rates Power of Data Power of 
Hourly Wage Hourly 
Rates Earnings 
(1890-99 = 100) ( 1890-99 = 100) 
Foundry and Machine Woolen Goods ......... 142 
97 Cotton Goods .......... 133 
Building Trades ...... 108 Boots and Shoes ....... 108 
Marble and Stone Work 98 Hosiery and Knit Goods 121 
Printing (Book and Job) 118 Men’s Clothing ........ 155 
Printing (Newspaper) 81 Lumber (1923) ........ 88 
OE eee 107 Slaughtering and Meat 
169 Packing (1923) ..... 95 


The extraordinary change in the relative position of some of 
these industries should be noted. Thus, while the newspaper 
printing trades were losing virtually nineteen per cent in their 
real hourly wages, their fellow-unionists in the baking trade 
were gaining no less than sixty-nine per cent. Among those 
industries where the returns were based on payroll data, the 
meat-packing workers saw their actual earnings decrease five 
per cent while those of the clothing workers increased by fifty- 
five per cent. 

What were the probable causes of this latter disparity? 
Not the lessening of immigration, since this would serve to 
increase wages in the packing as well as in the clothing in- 
dustry. The chief cause undoubtedly lies in the successful 
unionization of the clothing workers and their consequent 
ability to force wages up as compared with the ability of the 
larger packing houses to prevent the unions from getting more 
than a temporary foothold in their industry. 


Ill. The Relative Purchasing Power of a Full-time 
Week's Work 


Although the wage earner in manufacturing and mining 
can buy more with an hour’s work than he could thirty years 
ago, it does not follow that he can buy more if he works the 
standard number of hours which are regarded as constituting 
a week’s work. The number of hours in the normal working 
week has greatly decreased during the last three decades, as 
is shown by the following weighted indexes for the manufac- 
turing and coal-mining industries: 
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Year Index of Relative Number of Hours 
Constituting the Standard W eek 
(1890-99 = 100) 


This decline of over fourteen per cent in the length of the 
working week has been one of the great gains of the American 
workingman. It necessitates, however, a corresponding in- 
crease in hourly wages if the week’s work is to purchase as 
much as formerly. For eight out of fourteen manufacturing 
industries this has not been forthcoming. 

It is possible, moreover, to secure data on the weekly earn- 
ings of a number of occupational groups for which no figures 
of relative hourly earnings may be obtained. Chief among 
these are farm labor, unskilled labor, railway labor, seamen, 
postal employees, government employees, teachers and min- 
isters. The combined weighted index for all these industries 
plus manufacturing and coal mining during recent years is as 
follows: 


Year Weighted Index of Real Full-time Weekly Wages 
(1890-99 = I00) 


For all branches of industry as a whole, therefore, it seems 
probable that the American workingman can purchase less 
with a standard week’s work today than during the nineties. 

These relative earnings have naturally varied from industry 
toindustry. Thus in the year 1922, the indexes for the various 
occupational groups were as follows: 
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Industry Purchasing Power of Full-time 
W eekly Earnings 
(1890-99 = 100) 

(a) Foundry and Machine Shop ................ 87 

(c) Marble and Stone Work: .........cccccsccces 93 

2. Other Manufacturing Industries: 

(@) Katt Goods 102 

(g) Slaughtering and Meat Packing (1923) ...... 83 
139 
11. Government Employees (1921) ...........ceeeceeeccs 53 


Employees of the federal government, therefore, seem to 
have fared far worse than any other class. Farm labor and 
unskilled labor also lost heavily, if we consider the period as 
a whole. It is also worthy of notice that five of the seven 
manufacturing trades where union rates were quoted also lost, 
while only one showed a real gain. Indeed, the only groups 
to improve their position appreciably were the bakers, the 
textile and clothing workers, and the bituminous coal miners. 


IV. The Purchasing Power of Actual Weekly Earnings 


The statistics of full-time weekly wage movements do not 
completely measure the actual amounts received, since work- 
men do not always work the standard number of hours per 
week. They may be employed on short-time, or may work 
overtime, and in either event their actual pay-check will 
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diverge weekly from their full-time earnings. Dr. W. I. King 
has shown that the amount of short-time varies less from year 
to year than we have supposed, but there is undoubtedly a 
difference between the relative movements of full-time wages 
and actual earnings during specific years. The only long- 
time records that we have of actual weekly earnings are those 
collected by the Massachusetts, Pennsylvania and New Jersey 
Departments of Labor, together with some data from Ohio 
and Kansas. Although these statistics purport to represent 
average yearly earnings, they really are based on the earnings 
for each employed man. Hence while they allow for short- 
time and overtime, they do not include any allowance for men 
who are completely unemployed, since the latter do not enter 
into the employer’s returns. In late years, a number of states 
have taken up the monthly collection of statistics of actual 
weekly earnings, notably New York, Wisconsin, Illinois and 
Iowa. The long-time movement of the actual purchasing 
power of these weekly earnings in Massachusetts and Pennsy]l- 
vania in terms of the country-wide index of the cost of living 
is as given below: 


Year Relative Purchasing Power of Average Actual W eekly 
Earnings in Manufacturing— (1890-99 = 100) 
(Massachusetts) (Pennsylvania) 


Thus, even if we take account of the actual sums received 
weekly by those employed, their purchasing power, in terms 
of the country-wide cost of living index, seems to be less on 
the whole during the years from 1917 to 1922 (inclusive) than 
in the nineties. The one exception to this was the record of 
Pennsylvania during the war year 1918 when the high rates 
in the munitions and shipbuilding industries plus the large 
amount of overtime worked did bring the real earnings some- 
what above their former figure. A substitution of the Massa- 
chusetts cost of living index as compiled by the Commission 
on the Necessaries of Life for that state would give an appre- 
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ciably lower index of the cost of living in that state. This 
would make the real weekly earnings higher than the index 
given above. 

The addition of the indexes for other states, which I am 


now in the process of computing, may alter this index, although 
it is doubtful whether such will be the case. 


V. The Purchasing Power of Actual Yearly Earnings 


There is no index at present available which shows the move- 
ment of actual yearly earnings of all workmen, including the 
unemployed. This can be approximatedly ascertained, how- 
ever, by multiplying an index of actual weekly earnings by an 
index of employment. Dr. W. A. Berridge is now carrying 
his index of employment back to 1890 and we hope to combine 
our results and thus secure a continuous index. Until this is 
done it is dangerous to generalize concerning probable trends. 
It is nevertheless decidedly improbable that the relative amount 
of employment was greater during the depression year of 
1921 than during the decade of the nineties, which, it will be 
remembered, included several fat as well as lean years. The 
probabilities are indeed all the other way. It is therefore on 
the whole, improbable that real yearly earnings were higher 
in 1921 than during the base period. It is instead probable 
that they were actually lower. 


VI. The Bearing of These Wage Movements upon the 
Future of Prices 


What is the bearing of all this upon the outlook for the 
future? In the first place, it indicates that price increases 
have not been caused in their initial stages at least, by 
increases in wages. All the evidence seems to indicate that 
wages play primarily a passive part in price advances, except 
perhaps in such an industry as men’s clothing. The rates 
agreed upon by employers and unions, indeed, increase much 
more slowly than the rates fixed in the open market with un- 
organized workmen. 

One of the dangers to which American business is at present 
exposed is that if there should be an inflation of credit and a 
consequent rise of prices, wages might not rise fast enough. 
As Dr. Mitchell has pointed out, the widening of the gap be- 
tween selling price and cost is perhaps the chief cause for the 
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excessive optimism of the business man during the upswing of 
the business cycle and leads to the overexpansion of capital 
equipment. Business men as a whole, therefore, might pray 
to be delivered from themselves and collectively to encourage 
all means by which both the unions and the mass of unor- 
ganized workers may increase wages more speedily than now 
and thus shorten the length of the wage lag. 

Second, price declines are seldom, if ever, initiated by de- 
creases in wages. The chain of causation is the other way, 
prices go down first and wages follow more or less slowly, 
Union rates, which are relatively slow in responding to 
increases in the price level, do not decline anywhere near as 
rapidly as other wages. Prices can be cut, therefore, more 
in the unorganized than in the organized trades. 

In brief, if the future is to repeat the past, we must look 
elsewhere than to wages for the cause of price fluctuations. 
The future of our gold supply and the credit policies of the 
Federal Reserve Banks will be the formative factors. Wages 


will be relatively passive. 
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TAXATION AND PRICES 


EDWIN R. A. SELIGMAN 
McVickar Professor of Political Economy, Columbia University 


HE problem of the general price level is everywhere 
a attracting the greatest interest. For this there exist 
two reasons. First, of course, is the world situation 
as the aftermath of the war. No great war can take place 
without a cataclysmic influence on prices. By some this is 
ascribed to the loan policy in the fiscal prosecution of the 
war, and it is alleged that under a tax policy there would be 
no inflation. A broader view of the problem, however, has 
brought virtually all experts to the conclusion that the change 
in the price level is due primarily to the dislocation in the con- 
ditions of production and consumption and that both loans and 
taxes are to be considered as the consequences, rather than the 
causes, of such perturbations. The severe taxation which fol- 
lows a war is the concomitant of the high price level, and the 
increased taxation connected with the payment and the amor- 
tization of the war debt may, by engendering a better budgetary 
balance, even play its part in bringing about a return to the 
ante-bellum lower price level. In all these cases, taxation is 
of relatively minor importance, except in so far as it serves 
either to augment or to diminish the disparity between produc- 
tion and consumption. 

The second reason why we are all so much interested in the 
price level is the growing comprehension of the business cycle, 
with its period of rising and falling prices. Here again, tax- 
ation is of relatively minor importance; for the changes in 
taxation are not apt to, be so dramatic as those in the condi- 
tions of production and consumption which are ultimately re- 
sponsible for the alternation of high and low prices. 

The problem of taxation is of such consequence at present 
chiefly because of the fortuitous conjuncture of these two facts 
—the weight of a war burden combined with the depression of 
a business cycle. What would ordinarily be borne with com- 
parative equanimity arouses universal discontent today. 
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There is, however, another point of view from which we 
can regard the connection between taxation and the price 
level. Irrespective of the post-bellum situation and of the 
ups and downs of business there is room for a study of the re- 
lation between taxation and prices under normal conditions. 
Inasmuch as this is the more difficult part of the problem | 
propose in this brief paper to limit myself to a consideration 
of this topic. 

There are here two basic problems. The first is the effect 
of the constituent elements of a tax system upon prices in par- 
ticular; and the second is the effect of taxation as a whole on 
the general price level. 


If we consider first the influence of special categories of tax- 
ation upon prices we find a great variety of results. Some 
taxes increase prices proportionately; some taxes increase 
prices disproportionately ; some taxes do not increase prices 
at all; some taxes do not increase prices directly but affect 
them indirectly ; and some taxes decrease prices. Let us pass 
in review each of these phenomena. 

A familiar example of the proportional influence of tax upon 
price is afforded by the ordinary imposts on commodities. 
While in a careful scientific study attention would have to be 
given to the modifications attributable to the relative elasticity 
of demand and the relative elasticity of supply and to the pre- 
valence of constant, of diminishing, and of increasing returns, 
it may suffice as a first broad approximation to state that, 
other things being equal, a tax upon a commodity increases 
the price of the commodity by the amount of the tax. When 
we say that other things are equal, we assume that the tax 
is imposed upon all the commodities in a given class, and that, 
inasmuch as the tax reaches the marginal commodities, it will 
affect marginal costs and thus produce its influence upon 
market price. Ordinary taxes on commodities, therefore, tend 
to increase the price of the commodities by the amount of the 
tax. 

It is immaterial, from this point of view, whether the tax is 
imposed upon the commodity in the hands of the producer or 
in the hands of the consumer: there is in this respect little 


difference between so-called taxes on production and taxes on 
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consumption. When we deal with business taxes, however, 
we must be careful to distinguish between a tax on output or 
on unit of production or on gross product on the one hand, and 
a tax on business profits or business earnings on the other. 
The line of cleavage is to be sought in the fact of marginal 
cost or marginal production. Where a business tax or a 
property tax on merchants’ stock in trade or a license tax or 
a corporation tax virtually amounts to a tax on product, it is 
equivalent, from this point of view, to a tax on commodities. 
The price of the product rises, other things being equal, in 
proportion to the amount of the tax. 

We do not here desire to enter into the question as to whether 
this higher price is temporary or permanent in character. It 
may happen that the increase of prices so affects the relation 
between demand and supply and the conditions of the market 
as to modify the facts of competition. Under such circum- 
stances there may be a stimulus to competitive effort which 
will ultimately lead to a lower level of cost that may compen- 
sate or even more than compensate the effect of the tax. Thus, 
while we know the familiar adage that the tariff is a tax, the 
argument of the protectionists from the time of Alexander 
Hamilton and Friedrich List to the present, as found in the 
young industry argument, is to the effect that the temporary rise 
of prices will be offset by the consequences of the augmented 
competition and increased production which will ultimately 
lead to lower prices. Without entering upon this controverted 
position here, we may accept the statement that in its im- 
mediate consequences at least, a tax on commodities increases 
price by the amount of the tax. 

A second class of taxes is represented by those where the 
increase in the price results in an augmentation of the price 
by more than the amount of the tax. I do not now refer to the 
older theory whereby this consequence was predicated of all 
so-called indirect taxes. For this older theory of the indefi- 
nite cumulation or pyramiding of taxes rests upon a some- 
what dubious theory of business profits which is no longer 
widely held. What I have in mind, on the contrary, is, e. g., 
a tax on sales where the tax is not simply imposed once on the 
commodity in the hands of either the producer or the consumer 
but where it is paid every time that the commodity changes 
hands. In such a case it goes without saying that the price 
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will be continually augmented as the commodity goes from 
hand to hand, inasmuch as the price to every successive owner 
of the commodity will include the additional tax imposed upon 
his predecessor. There is here no question of discrepancy 
between the amount taken from the individual and the sum 
accruing to the government. The question is only that of the 
progressive augmentation of the price due to the tax. It is be- 
cause of this fact that any attempt to introduce in a democracy 
general sales taxes is apt to meet with vigorous resistance on 
the part of. those who realize that there is always a lag between 
the higher price of commodities and the higher wage level. A 
sales tax augments this discrepancy, and is therefore always 
unpopular with the great mass of wage receivers. 

The third class of cases comprises those where prices are 
not affected at all. A poll tax, for instance, which influences 
the personal situation of the individual has no effect on the 
price of any particular commodity. It may conceivably, if 
excessive, somewhat influence the general purchasing power 
of the individual. But in general, it is likely to exert only an 
infinitesimal effect on the price level, and its influence on the 
price of any particular commodity is quite unpredictable. In 
the same way, an inheritance tax cannot well exert any assign- 
able influence on the prices of the commodities forming part 
of the estate and can have only the most remote effect on the 
price level in general. 

We come, fourthly, to those taxes where the influence on 
prices is indirect rather than direct. Outstanding in this 
category are taxes on income or on excess profits. Inasmuch 
as this particular topic was more fully treated in the address 
which I had the honor to deliver at the last meeting of the 
Academy of Political Science,’ I may be excused from doing 
more in this place than to recall the conclusions there elabor- 
ated, the accuracy of which has not been disputed by any com- 
petent authority. Since profits are a result and not a cause 
of price, differing in this respect from interest and wages, and 
since a tax on business income, whether or not called a tax on 
excess profits, is a tax on surplus, not reaching the marginal 
producer, such a tax cannot directly affect prices which are 


1Cf. Seligman, “Income Taxes and the Price Level,” Wealth and 
Taxation, PROCEEDINGS oF THE ACADEMY oF PorrticaL Science, Vol. XI, 
No. 1, May, 1924. 
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normally fixed at the point of marginal cost. It is here that 
a tax on net earnings differs from a tax on output or produc- 
tion. There is no direct influence on prices. To the extent, 
however, that so-called business taxes reach the interest on the 
invested capital rather than the pure economic profit the result 
indeed may be somewhat different. 

But while a tax on income or net earnings does not directly 
affect prices it may indirectly influence prices by so modifying 
the flow of capital as to affect the conditions of production by 
lessening investment and enterprise. Moreover, an extra- 
vagant tax on incomes may affect not only the capacity to save 
or to produce, but the ability to spend, and in the latter case it 
may substantially reduce the consuming powers of the com- 
munity or the general demand for commodities. Thus in 
both scales of the economic balance or equilibrium, an exces- 
sive income tax or a high property tax, so far as it is paid out 
of income, may affect either the supply of, or the demand for, 
commodities and thus influence price. 

The final category of taxes comprises those which are at- 
tended by a decrease rather than an increase of price. This 
paradox does not refer to the older theory, discussed since the 
time of Hume, that taxes in general tend to increase incentive 
and ingenuity and thus reduce cost. Without wishing to 
dwell here upon this disputable proposition, I desire to point 
out an entirely different idea, namely that when we are dealing 
with certain classes of permanent wealth, a tax may, through 
the process of capitalization, be amortized into a lower selling 
value of the commodity. A real estate tax in cities, for in- 
stance, is composed of a tax on the land and a tax on the build- 
ing. A tax on the building will as in the case of all taxes 
on commodities increase the cost of building, and will under 
normal circumstances be shifted to the tenant in the shape of 
higher rent or to a new purchaser in the shape of higher price. 
On the other hand, the tax on the land cannot be shifted, as 
there is no question here of any cost of production. A land 
tax reduces the earnings from the land or the economic rent; 
and in proportion as the rent declines the capital value of the 
land will correspondingly fall. In the same way a tax on a 
bond which reduces the net income from the bond will cause 
its market value to diminish in proportion. In other words, in 
commodities of a more permanent character, like land and 
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securities, where the tax is not shifted, but capitalized, the 
result of the tax will be a lower price, not a higher price of the 
commodity in question. 

If we sum up this part of the discussion we realize that the 
influence of taxation on prices depends upon the kind of tax 
and the amount of taxation. Where the tax system is com- 
posed primarily of indirect taxes on production or consump- 
tion, as was once the universal custom and as is still common 
in Latin American countries, the direct relation between tax- 
ation and prices is close. Where the system is composed 
largely of income taxes, or of property taxes paid out of in- 
come rather than out of property, the influence of taxation on 
price is much less direct. Where taxes are excessive and 
modify in an important measure the ability either to spend or 
to invest, the effect of taxation upon prices is slower but none 
the less sure. Where the tax system is composed largely of 
land taxes or of special taxes on corporate securities, taxes 
tend to decrease rather than to increase the prices of commo- 
dities. The conclusion is that if the purpose is to prevent as 
far as possible interference with prices, the ideal system will 
be that of a moderate and carefully selected combination of 
certain so-called direct taxes. It need, however, not be pointed 
out that in the elaboration of any tax system, it is important to 
observe a principle of far greater significance than simply the 
desire to avoid changes in prices. Finally, it must be re- 
membered that what we have been discussing is the effect of 
taxation upon particular prices. Other things being equal, a 
rise in the price of one or more commodities is apt to be at- 
tended by a fall in the price of other commodities. It is only 
when the tax is essentially of a general character, or where it 
affects the universal disposition to spend or to save, that we 
can speak of any influence of taxation on the price level, that 
is, the price of all commodities. 

We come in the second place to the more significant and at 
the same time more controverted subject of the influence of 
taxation, not in particular but upon prices and values in gen- 
eral. This involves the problem of what might be called the 
productivity of the government expenditure which is defrayed 
by taxation. When we consider taxation as a whole the situa- 
tion is different from that which emerges from a consideration 
of individual taxation. 
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In dealing with the nature of tax obligation, i.e. with the 
fiscal relation of the individual to the government, we have 
long since advanced beyond the primitive conception of tax- 
ation as a price or as an exchange of individual support of the 
government for governmental protection of the individual. 
This older doctrine, called by John Stuart Mill the guid pro 
quo theory, is everywhere acknowledged as untenable today. 
In the first place, it neglects the more organic concept of the 
state in modern political theory; in the second place it over- 
looks the fact that taxation involves compulsion, while in the 
ordinary price system we have the free choice under the com- 
petitive market, or the freedom of substitution under a mon- 
opoly. In the third place, the theory which predicates re- 
ciprocal benefits to the two parties to the transaction over- 
looks the fact that in many cases the taxpayer secures no in- 
dividual benefit at all, as when the bachelor has to pay a school 
tax for his neighbor with a patriarchal family; and that even 
where the taxpayer derives some direct or indirect benefit, 
there is no way of measuring the particular benefit that accrues 
to him. In the ordinary market the special benefit to the 
individual is the marginal utility of the commodity or service, 
which plays so important a réle in affecting the price: in tax- 
ation, the marginal utility, if it exists, is not ascertainable. 

But while the exchange theory has been abandoned as an 
explanation of the fiscal relation of the individual to the state, 
it is still of significance when we are dealing with the group 
rather than the individual. Under modern conditions, we no 
longer contemplate taxation as something extorted from the 
community in order to minister to the whims of the all-power- 
ful ruler or prince, who regards his subjects as a flock of sheep 
always to be shorn, occasionally to be flayed. Taxes in the 
democracies of to-day are voted by the representatives of the 
people and are spent by officials who again are ultimately re- 
sponsible to the people. In other words, the community now- 
adays votes taxes only because, and to the extent that, it ex- 
pects to get something in return; and that something is good 
government. More technically speaking, what is sought is 
the satisfaction of the public collective wants of the individual 
—wants that can be satisfied only by the activity of the group 
of taxpayers as a whole. From this point of view taxation 
may indeed be conceived as an exchange, and since in this 
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sense a tax is a price, the influence of taxation upon the price 
level depends largely upon the conditions of the exchange. 

In approaching the problem in this way we meet two con- 
siderations of importance. The one is the rather obvious point 
of economy and efficiency. When the government carries on 
an enterprise which might be, and often is, left to private in- 
itiative, like the management of railways or the provision of 
water or gas, or the running of busses, the problem is that of 
productivity in the positive sense. If through poor manage- 
ment, due to slothfulness or to politics or to improper account- 
ing, the enterprise designed to be profitable or at least self- 
supporting is run at a loss, there can be no doubt as to the un- 
productive nature of the expenditure. If the commodities 
or services furnished by the government enterprise are pro- 
duced at a greater cost than would be the case under private 
management, it is clear that the price of the commodity or 
service will be higher. Where taxes, therefore, are levied to 
an unnecessary extent or are spent uneconomically, ineffi- 
ciently, or unwisely, there is a distinct connection between tax- 
ation and the price level. There is but little doubt that in all 
modern democracies the higher level of prices is in part ref- 
erable to the wastefulness and inefficiency of government en- 
terprise. 

The other side of the problem, however, is more important as 
it is less obvious. By this I mean the study of the relative, 
rather than of the absolute productivity, of taxation—a study 
which involves the connection between high prices and social 
utility. Let me attempt to clarify my meaning. In former 
times people were obsessed by what might be called the con- 
sumption theory of taxation. It was laid down as a general 
proposition that government ought to be limited to the narrow- 
est possible activity and that individuals would always accom- 
plish results more cheaply than the government. Inasmuch 
as, according to this view, everything attempted by the govern- 
ment represents a kind of unproductive consumption, the nat- 
ural conclusion was that the best system of taxation is that 
which is least in amount. Whatever expenditures the govern- 
ment incurs are wasteful: ergo, cut public expenditures to the 
bone. 

As a reaction against this laissez-faire theory, there de- 
veloped in the nineteenth century the opposite doctrine, which 
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may be called the production or reproduction theory of taxa- 
tion. According to this doctrine taxation acts very much like 
the sun’s rays in sucking up from a large pond the moisture 
which is gradually diffused through the atmosphere and is 
finally precipitated upon the land in the shape of a fertilizing 
shower, recreating life and engendering prosperity. Taxa- 
tion would thus be considered as an essentially productive 
phenomenon, with the conclusion that the more that is spent 
by government, the better for the community. 

It is interesting to observe that whereas the consumption 
theory of taxation arose in France at the time of the protest 
against overmuch government, the production or reproduction 
theory of taxation was developed in Germany at the time of 
the endeavor to strengthen the basis of the absolute, God- 
given monarchy. Each doctrine, it is clear, represents an in- 
defensible extreme. Taxation is neither an unwise consump- 
tion nor is it necessarily a beneficent production. In some 
cases it may be the one; in some cases, the other: which it is 
depends upon the kind of tax system, upon the kind of govern- 
ment, and upon the kind of public sentiment behind the gov- 
ernment. 

The scientific attitude toward the problem is represented 
neither by the reactionary stand-patter who regards every 
increase of taxation as confiscation, nor by the enthusiastic 
communist who deifies the group and distorts the lessons of 
history by neglecting the individual. In the United States 
we are at present perhaps in greater danger from the former 
than from the latter extreme. It does not follow that, be- 
cause our taxes are higher and our expenditures greater, they 
are really unproductive in the true sense of the term. The 
taxes may embody themselves in material or in immaterial 
goods; and in both cases, provided indeed there is no glaring 
waste, we may have a greater social utility which will ulti- 
mately reflect itself in a lower price level. For whatever in- 
creases social utility diminishes sacrifice or effort; and what- 
ever decreases cost will ultimately decrease price and increase 
welfare. 

Take, for instance, the prodigious increase of taxation in 
recent years. So far as federal taxes are concerned, due 
almost wholly to the war and to the aftermath of the war, 
we can certainly not speak of any productivity of taxation ex- 
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cept indeed in the sense that the prosecution of a successful 
war, in preventing the loss of national existence or averting 
the imposition of a huge tribute, may be considered in a cer- 
tain sense productive. But with the general question of the 
undoubted waste of war I have no desire to deal in this place. 
What is more significant is to consider the prodigious increase 
of state and local taxation during the past decade. 

The figures of absolute or per capita increase are of very 
slight significance. Our taxes are higher to-day largely be- 
cause of changes in the price level. Higher taxes are from 
this point of view the result, and not the cause, of the higher 
price level. But even then the per capita figures are of no 
real importance. What we most desire in discussing the 
weight of taxation is to ascertain the relative burden: but 
relative to what? Naturally the best criterion is that of the 
social income. 

A tax burden, individual or social, grows if it takes a con- 
stantly larger proportion of the income, individual or social. 
If now we collate the figures of taxation, as contained in the 
census reports, with the figures of social income as worked out 
by the Bureau of Economic Research—on the whole the most 
satisfactory that we have—we find that the proportion of state 
and local taxes in the United States was in relation to social 
income actually somewhat less in 1920 than in 1910—and 
in many states considerably less. It is true that 1920 is not 
a completely satisfactory year, for it was a year of inflated 
profits and unusual business prosperity. But even allowing 
for this fact and for the undoubted increase of taxes in the 
last three or four years, it still remains true that in relation to 
social income the burden has not materially augmented. 

This point becomes of additional interest when we consider 
what was done with our state and local taxes. Some of the 
funds were indeed devoted to purposes connected with the 
war, like soldier bonuses and the like. But the great mass of 
increased taxes have gone to education, to improved roads, 
and to public health and philanthropy in the wider sense. It 
would be difficult to take the position that taxes levied for 
such purposes are unproductive. More and more we realize 
the essential truth in the old statement that government is 
entitled to do those things that individuals either cannot do or 
ought not to do. Private individuals obviously cannot pro- 
[256] 


No. 2] TAXATION AND PRICES 109 


vide free roads and free schools; and even where the services 
afforded are not gratuitous, we are gradually realizing that 
certain forms of education and charity ought no longer be left 
to private initiative, any more than the provision of justice or 
of protection. 

There is one further consideration that deserves attention. 
It does not follow that, because a government service fails to 
yield a profit or even to be self-supporting, it is unproductive. 
A private water company or lighting corporation will natur- 
ally fix its charges in some relation to the unit of service, ir- 
respective of the personal situation of the consumer. A gov- 
ernment enterprise on the other hand, may purposely endeavor, 
in fixing its price schedule, to consider, as it does in its tax 
system, the faculty or ability of the individual. As the famil- 
ies of the poorer consumers are ordinarily larger than those of 
the wealthy consumers, the private water company in appor- 
tioning prices to consumption virtually discriminates in favor 
of the rich: while the government service might conceivably 
attempt to redress the balance by lowering the unit of charge 
in the slums. Does anyone doubt as to where the greater 
social utility, that is, the real productivity, would be found? 
In the same way, a private railway system will obviously 
follow the method of charging all that the traffic will bear; 
whereas a government system may modify its rates by fitting 
the scale of charges to the national policy of protection or what 
not. So a private street-car system may refrain from build- 
ing into the unoccupied suburbs, the development of which 
may none the less become a matter of high social and muni- 
cipal importance. Do not, of course, suppose that I am here 
arguing for the extension of government business, which may 
of course be undesirable for other reasons. All that I am 
attempting to emphasize is the fact that the real productivity 
or social utility of taxation is not necessarily to be measured 
by the fact that the service fails to be self-supporting. 

The conclusion is obvious. Where taxes are unproductive 
they are apt to raise the price level by increasing cost. Where 
taxes are productive of wealth either directly, or indirectly 
through the growth of social utility, they are likely to en- 
gender a fall in the price ievel. 

The lessons are clear. If we desire to prevent a disparity 
between the level of prices and the level of wages we must 
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first of all reduce our expenditures on war and on preparation 
for war; for these must, from every sound point of view, be 
declared to be, in the last analysis unproductive. If one-tenth 
of the energy which is to-day so abundantly directed to re- 
ducing the crushing burden of taxation bequeathed to us by 
the war were devoted to the strengthening of international co- 
operation in order to lessen the chances of war, we should 
really be making a beginning in the right direction. Instead 
of the futile cry against government extravagance we ought 
to be waging the fight against government aloofness from 
world participation. And when that is once accomplished 
and the way is finally cleared for the promotion of the more 
enduring and civilized ends of government, we must then 
steer our way carefully between two extremes; we must not 
be drunken enthusiasts, reeling from side to side in an in- 
toxication of prodigal expenditure, but we must also take care 
not to be puritanical ascetics who mistake niggardliness for 
economy and who thus dry up the real sources of social prog- 
ress. With the growth of civilization we are bound to de- 
vote a continually greater proportion of the social income to 
taxation. This is not necessarily unproductive. It simply 
means that with advancing democracy and increasing equality 
the satisfaction of our collective public wants plays a con- 
stantly greater role in our economic and social life. Just as 
the progress of the individual in culture and wealth is marked 
by the growing ratio of his immaterial to his material wants, 
so the progress of the community in all that really constitutes 
civilization is characterized by the increasing importance of 
the satisfaction of collective over individual wants. If only 
we learn not to let the legitimate demands of a peace economy 
be confused with and swallowed up in the burdens of war, if 
we insist on a budgetary and administrative reform which will 
yield efficiency and reasonable economy, if in other words we 
emphasize the necessity of getting a dollar’s worth for every 
dollar spent, we need have little fear of the growing burden 
of taxation, and we can confidently anticipate a relation be- 
tween taxation and the price level which will facilitate and not 
impede the path of progress. 
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HOSE who write the history of economic theory when 
T time has established a true perspective will surely 
assign to the decade 1914-24 an important place as a 
period of transition. They will note with the same curious 
interest which attaches to the doctrine of the wages fund, the 
stereotyped condition into which price theory had fallen at 
about the beginning of the European war, the assurance with 
which banking “‘ Fundamentalists ” endeavored to give to their 
views the character of an economic creed or confession of faith, 
and they will comment with amusement upon the way in which 
facts promptly turn topsy-turvy the rigid assumptions and 
close deductions often derived under the hypothesis that “ other 
things remain equal ”’. 

It is too early to attempt any ultimate analysis of the effect 
upon price theory exerted by the economic changes of the war 
and the succeeding inflation period. The time is not appro- 
priate for dogmatism but calls rather for observation and at- 
tempt to appraise facts. Practically all are ready to admit 
that the older statements of the theory of prices when taken 
with the assumptions of those who put them forward, are cor- 
rect as far as they go, and may be repeated just as some clergy- 
men repeat a creed—with the mental reservation that they 
may be allowed to interpret it as they see fit. Ifa given quan- 
tity of money exchanges for a given quantity of goods and the 
one divided by the other is the price of the goods per unit, 
there would seem to be no disputing the conclusion that by 
enlarging the quantity of money a higher quotient would be 
obtained, or in other words the unit price of the goods would 
be higher. Conversely by reducing the amount of the money 
to be actually exchanged for the goods the quotient would be 
lessened or prices would fall. Unfortunately this analysis of 
the case does not take us very far. The financial and bank- 
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ing history of the decade in question is enlightening not be- 
cause it changes this simple arithmetical proposition, but be- 
cause it emphasizes a second general statement which prac- 
tically all students of the subject have been willing to admit, 
although some have allowed it to slip into the background of 
their thought. This is the statement that as society grows 
and modifies its methods of trading and exchange the meaning 
to be attached to the term “money” changes; or to put the 
same thought in another way the “efficiency” of money as a 
medium of exchange is much greater at one time than it is at 
another. The decade in question has furnished a rapid suc- 
cession of influences bearing upon money efficiency and the 
factors which alter it. 

There is a third fundamental notion that has scarcely been 
questioned in past years but which like the second already re- 
ferred to has been rather underemphasized. This is the state- 
ment that credit, which as all admit furnishes a means of ex- 
changing commodities, varies greatly in its velocity or rapidity 
of turnover and hence exerts a correspondingly variable in- 
fluence upon price levels. We need not now inquire whether 
that influence be exerted through reducing the demand for 
money as some have alleged or whether it be applied by serv- 
ing as a substitute for the money medium as others have 
thought. Nor need we ask whether it simply operates (as 
still others have suggested) as a means of exchanging goods, 
leaving a residuum of commodities to be exchanged against 
money thereby to fix prices at a level later taken over into the 
credit transactions outside of this immediate field of exchange. 

The point worthy of particular consideration at this time 
is not, as I have said, an issue of theory. Theories of prices 
and of credit are in a state of flux. The business community 
and citizens generally may well leave them for the moment, 
perhaps for a considerable time, to those who are engaged in 
their analysis and who eventually may arrive at some agree- 
ment that will reconcile the many anomalies and unprecedented 
events of the World War and of the period of economic distur- 
bance which has followed it. Interest should rather be 
aroused, particularly among those who are concerned in the 
practical work of the world, in drawing certain inferences from 
time to time with reference to the bearing of current condi- 


tions upon the underlying admitted general relationships be- 
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tween money credit and goods such as I have referred to. 
Everyone doubtless admits the so-called classical theory of 
prices, when taken with its own implications and conditions ; 
and everyone admits the significant bearing of present changes 
in the gold supply, in the volume of credit, and in the level of 
goods production upon the current exchange value of com- 
modities. 

My subject is “The present relationship of credit and 
prices”, and what I have to say has to do with conditions 
which obtain at the “present time” in the larger sense of 
that term, meaning thereby the period through which we are 
at the present moment passing. For convenience I select the 
years from 1920 to 1924 or, roughly speaking, a five-year 
period, for a brief survey designed to furnish the background 
for one or two conclusions which seem to me important in their 
bearing upon the price problem of the moment. At the be- 
ginning of the year 1920 we had in this country, according to 
the estimates of the government, a sum of gold amounting to 
perhaps $2,800,000,000. We had at that time on the books 
of our banks total deposits, exclusive of bank deposits, aggre- 
gating something like $32,600,000,000. We had a price level 
which as measured by the Bureau of Labor Statistics in Wash- 
ington was represented by a figure of 247 (for May), taking 
the level in 1913 as equal to 100. Were we to reduce the gold 
stock of the country to index numbers with 1913 as a base when 
gold on hand was officially estimated at $1,867,000,000, the 
gold figure which I have just given as representative of the 
beginning of 1920 might fairly be taken as about 150, while 
the figure for total deposits might fairly be taken as about 
186, those of 1913 being about $17,500,000,000. 

Surveying the situation during the past five years, what do 
we now find? Our price level today may be stated in round 
numbers as 150, (1913 being still taken as the base). Our 
gold stock on hand is about $4,500,000,000, or approximately 
an index number of 240 as compared with 1913. Our credit 
deposits at the opening of 1924, (total deposits on the books of 
banks) were about $37,000,000,000, probably decidedly more if 
every kind and class of bank be included, or perhaps an index 
number of 220 as compared with 1913. If we say then that 
our gold stock has been multiplied by 2.4, our deposits by nearly 


2.2 and our price level by 1.5 during the ten years we shall be 
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substantially correct. If at the same time we say that taking 
1920 as a base our price level has been reduced by somewhat 
less than two-fifths, our gold stock increased by two-thirds and 
our deposits enlarged by nearly one-sixth we shall state the 
price and credit history of the past five years sufficiently ac. 
curately. Now taking these facts as they stand, must we not 
say that there has been no direct parallelism in the movement 
of our money stock, our credit supply as measured by bank 
deposits and our wholesale price level? It would seem that if 
there be any accuracy even of an approximate nature in our 
available statistics this conclusion is unavoidable. I hasten to 
add that the lack of parallelism in no way to my mind indicates 
a lack of relationship between the three things and in no way 
indicates that the changes in money and credit supply had 
failed to exert a due effect upon the price level. What it seems 
to me to indicate is that we are passing through a period in 
which the effects or changes in the volume of money and of 
credit may often be masked by other factors which are not 
usually taken into account by economic reasoners who are deal- 
ing with prices. In what we like to call “normal” times this 
neglect is pardonable, since at such times marginal relation- 
ships are well adjusted to one another and have a stability 
which cannot be attributed to them in periods when the distri- 
bution of wealth is being changed by taxation and by profound 
alterations in the methods of producing and marketing goods. 
We are living in such a period at the present moment. We 
shall do well, therefore, to devote our attention very earnestly 
to a study of those factors which greatly alter the efficiency of 
money and credit and which consequently from time to time 
produce a larger effect upon the price level than mere changes 
in the volume of either. 

What are these factors? One of them is undoubtedly the 
extent to which those who control the credit mechanism of the 
country are willing to work together with a view to avoiding 
what is called inflation or, for that matter, deflation. After the 
severe lesson of 1920-21, it became apparent to many banking 
minds, indeed to many business minds throughout the world, 
that immediate safety in business called urgently for the ex- 
ercise of utmost caution in maintaining liquidity and avoiding 
the creation of fictitious values. So successful was the effort 


to exercise this kind of restraint in the use of our money and 
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banking machinery that many writers like Professor Cassel 
and others have been inclined to perceive the hand of a super- 
vising authority at Washington forcing deflation or prevent- 
ing inflation, while politicians have been quick to develop a 
myth of “deadly deflation”, the result of decision or deter- 
mination at a secret meeting of financiers. 

Recent analyses have subjected this mythological concep- 
tion to a kind of higher criticism which has largely sapped its 
foundations. Yet it still remains the accepted belief of many, 
who regard any attack upon it as almost an impiety. The 
truth of the matter undoubtedly is that a sudden onslaught of 
politics had destroyed the ability of our central banking mech- 
anism to function, thus producing a kind of credit paralysis. 
It was necessary to disconnect the sympathetic nervous system 
of banking from the central or regulatory machinery, the re- 
sult being an instinctive or automatic control of the use of 
credit means which has brought about very much the same 
result as in happier circumstances might have been produced 
by oversight through the central organs, or in other words by 
sound leadership at Washington. To put this in plain lang- 
uage, we have had all the machinery of credit inflation at hand 
but due to the caution of some of our abler bankers, inspired 
and stimulated by the experience of some years ago, we have 
not used it. We could have advanced prices rapidly had we 
been so minded. Only a little relaxation of self-control would 
have started the movement and as experience has shown, its 
speed would have been self-accelerating. How could this 
control have been possible? Why has it not been employed 
at other periods when such a safeguard would have avoided 
much banking and credit misery? To this we may simply 
answer that within the past five years perhaps more than ever 
before there have been supplied means for general credit study, 
while the attention of the community has been kept constantly 
fixed upon the possibility, and the evils, of inflation. Thus a 
kind of social economic control by general agreement has been 
practicable and has been exerted. We may put this in the 
language of some writers on money and credit by simply say- 
ing that during the five years in question the velocity of money 
and credit has been rather low. Debits to individual accounts 
for instance are about thirty-five to forty billions monthly or 
five to ten per cent more than in 1920, notwithstanding the 
much larger volume of credit available. 
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There is one other aspect of this matter that should be 
selected from among the many that are worthy of notice and 
that is the change that has developed in production. It is a 
very generally recognized fact that we are today working 
much more closely from hand to mouth than ever before. This 
is partly the result of better production statistics than we have 
ever had, partly the outcome of closer communication and 
better information as to productive conditions, stocks on hand 
and future demand than had previously been possible. The 
business men of the country have created and developed these 
statistics notwithstanding the threats of the Department of 
Justice, which have made their circulation or even their pos- 
session almost as dangerous as the ownership of works which 
in former years ecclesiastical authorities placed on the Index. 
By whatever obstacles faced, the community has at any rate 
attained to a very much better acquaintance with demand and 
has thus been better able to adjust supply to it. We have some 
evidences of overproduction today but they are largely in lines 
where new problems of demand have presented themselves 
without adequate means of analysis. Relatively speaking, 
they are few in number. Where supply is well adjusted to 
demand and overstock is avoided, price adjustment is relatively 
stable and the surplus of commodities which always gives rise 
to reductions in value as compared with former years, is eli- 
minated. Our cooperative movement has aided greatly in 
this regard, not only by helping in some measure to regulate 
production but also by regularizing its outflow to the market 
and so tending steadily to equalize demand and supply. Here 
we have from the opposite side the same sort of business con- 
trol which has been exerted from the side of money and bank- 
ing during the same period by our bankers and credit men. 
Naturally the two kinds of restraint have interacted upon one 
another, each helping the other. Reduction in the velocity of 
credit and money have thus gone parallel to reduction in the 
output of commodities as compared with demand, and the net 
result has been to stabilize prices. 

And now I come to conditions at the present time, having 
barely indicated what seem to me to be the two leading factors 
of economic interest that are to be taken into account in ex- 
plaining the lack of parallelism between prices, credit and gold 
during the five years of which I have spoken. We have today 
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the greatest gold stock in our history or in the history of any 
country—about $4,500,000,000. We have a price level which 
is about fifty per cent above the pre-war figures and which 
corresponds roughly to the prevailing level in Great Britain 
and several other countries. We have a volume of deposit 
credits which I have stated in round numbers as about $37,000,- 
000,000 or larger than perhaps at any previous time. Credit 
and money both far surpass in volume amounts available when 
prices were at their peak in 1920. Prices themselves remain 
at about sixty per cent of their figure of that year. How long 
can we continue the present kind of control which has so bene- 
ficially stabilized the price level and thus tended to take busi- 
ness out of the realm of speculation? Can we expect to go on 
maintaining our present state of things or is it more probable 
that as some expect, a violent movement will occur in one direc- 
tion or the other? 

During the past summer I found British bankers confidently 
expecting the opening of a new period of inflation in the 
United States. We had, they said, all the materials ready for 
it and there could be no doubt but that it would shortly set in. 
The effects, they predicted, would be to raise the quotation of 
sterling to a point near par through the advance in our price 
level. This inflation has not come, although during the season 
thus far the movement has been slightly in an upward direc- 
tion, accompanied by an advance of agricultural values. 
Local forecast bureaus predict advancing prices and what they 
call prosperity accompanying it, and the President of the 
United States during the recent campaign has announced him- 
self as committed to the policy of low discount rates with the 
aim of making credit abundant and raising values with a view 
to what he calls prosperity. It is true that the conditions seem 
to be set for the establishment of a greater velocity of credit 
and money with the resulting effects upon prices and the cor- 
responding removal of restraints from production in certain 
lines. Another phase of the matter seems also to be worthy 
of remark. The older economists in the main gave scant 
attention to the relationship between short-term and long- 
term credit and devoted but little of their thought to an an- 
alysis of the conditions under which the one is converted into 
the other through the shifting of the basis of production from 
consumers’ to producers’ goods or vice-versa. In every 
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period, however, when money and credit are abundant and 
particularly in those periods when wise business men have de- 
clined to produce in excess of demand, there is an element in 
the community which endeavors to make use of cheap short- 
term credit for the purpose of advancing investment values, 
What the business world refuses to use, the speculative world 
permits itself to employ for the purpose of creating a revalua- 
tion of existing capital plant, resting upon the implied belief 
that money will always continue “ cheap ’’—that is to say low in 
rate. We have been passing through a period of this kind, the 
unsoundest element in our financial structure today being the 
establishment of a level of values for investments due to the 
“shunting” of credit which would normally have been used 
in business, into the investment market, with the result that 
considerable real inflation has taken place in many bond and 
stock values. Now as always there are not a few who wish to 
push this inflation further, and the services of forecasters are 
engaged in predicting a still greater increase in price levels 
on our stock exchanges—the wish being father to the thought. 
The machinery of speculation is by no means under the same 
degree or kind of control that has been rudely worked out on 
the side of banking or on that of production. It is in that 
direction that dangers lie and our credit problem of the early 
future must be faced, I believe, more seriously in the direction 
of the effort to establish false investment levels due to the too 
rapid application, or unduly lax use, of credit there rather than 
in the commodity field. There has been some restraint un- 
doubtedly as a result of the fears of the public that essential 
property rights would be invaded or opportunities for the pro- 
fitable use of funds curtailed as the result of political inter- 
ference or tinkering. How to control or repress the danger 
of inflation when the influence of fear shall be moved is still 
an urgent problem. 

There are many ways of bringing about inflation, as the 
experience of the past ten years has so clearly shown. One of 
them as we learned to our cost during the Liberty Loan financ- 
ing, is that of converting long-term obligations into immediate 
purchasing power. The effect of ‘he war financing of public 
obligations was to place in the hands of our banks, and of our 
reserve banks as well, a great body of bonds which were not 


even nominally redeemable for many years, as well as a large 
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mass of so-called short-term securities which could be paid off 
at maturity only by floating new loans of the same kind, so 
that they were in effect long-term obligations, as the policy 
subsequently pursued by the Treasury in refunding them has 
of course demonstrated. Very much the same kind of effect 
although on a smaller scale, is produced when excessive 
amounts of current funds or short-term credit on the books of 
banks are used for the purpose of taking up new issues of 
securities which represent an acquisition of means for the pur- 
pose of building plants or expanding machine equipment. 
What happens in these circumstances is that the available sup- 
ply of so-called money or bank credit is directed toward the 
purchase of capital goods with corresponding effect upon the 
prices of the items thus demanded, though consumption goods 
may be correspondingly less in demand. A somewhat similar 
result is brought about, although possibly in a less pronounced 
degree, when larger quantities of bank credit are used for the 
purpose of buying securities at steadily advancing prices, such 
securities being then carried largely by the use of bank credit, 
although without any necessary application of the funds so 
borrowed to the purchase of commodities whether in capital 
orin consumable form. By marking up prices at a too rapid 
rate the investment yield of securities is altered and the induce- 
ment to saving is lessened, since a given exertion in the saving 
of funds is rewarded by a smaller net return on the paper val- 
ues so purchased. Release of funds which would otherwise 
have gone into savings takes effect in more active demand for 
commodities for consumable use so that in this case an impetus 
to price advance is furnished without the intervention of the 
banks, although the latter of course may contribute to it by 
extending larger loans based solely upon the paper values 
which are in process of increase. This type of inflation is 
necessarily aided by the existence of a very low rate for bank 
loans and is of course promoted by an unduly low rate at 
the central bank or banks, for rediscount accommodation. Due 
to this condition, a situation may easily be brought about in 
which inflation occurs notwithstanding or in spite of informal 
precautions or efforts of the sort which it would seem had 
been instrumental in holding our price level as nearly stable 
as has been the case for about a year past. So, in considering 
the present relationship between money, credit and prices, we 
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need to give fundamental attention to our securities market 
and its future, and, as bearing upon that future, the Position 
of interest and discount rates. Some have hoped that the 
extensive financing which is proceeding in this market on be. 
half of foreign applicants might result in drawing off a sub- 
stantial portion of our surplus gold supply and thus in reduc. 
ing the reserve balances to an extent which would compel or 
induce a shortening of credit extension. Without reaching 
any conclusion as to the merits of some of the financing pro. 
posals that are now offered here, it may be generally asserted 
that any sound procedure which would operate to draw off a 
portion of the excess gold must be considered wholesome, 
But it should be added that thus far indications suggest that 
the influences to be expected from such transfers of gold, based 
upon existing applications for and grants of credit, is not 
likely to be very powerful for some time to come. Precisely 
what this influence will be is still to be demonstrated and must 
be awaited with no little interest. Meantime it is evidently 
unwise to depend upon fortuitous circumstances in mapping 
out our credit policy and in determining its immediate re- 
lationship to the price level. There is an urgent demand for 
the development of a well-reasoned and firm discount policy, 
the more urgent because of the apparent belief in political cir- 
cles that a low rate at banks and especially a low rate at re- 
serve banks is in some way a cause of, or a synonym for, what 
is called prosperity. 

To summarize briefly the view of the situation which I have 
thus endeavored to present to you, the state of affairs seems 
to me to be about this: The anomalous and unusual conditions 
of business and especially of international relations during the 
past five years have created a situation which would ordinarily 
be regarded as providing the foundation for inflation. This 
has not occurred, as is illustrated by the remarkable reversal of 
the quantitative relationship between money, credit and prices, 
the first two named factors increasing decidedly in amount, 
while the latter has first largely receded and then remained 
nearly constant for many months. This unusual condition is 
to be ascribed to the exertion of a powerful social control over 
production and over the extension and use of credit, which has 
resulted in preventing movements of the price level that might 


otherwise have taken place. Such control has been greatly 
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aided by a better statistical equipment as well as a better 
understanding of the effects of inflation. The restraint thus 
beneficially exercised may however be neutralized through the 
creation and application of purchasing power in the securities 
market, and there is now some substantial indication that by 
this indirect means the evils of an unstable price level may 
once more be visited upon the business public of the United 
States. Present relationships between money, credit and 
prices are thus unstable and indicate decided possibilities of 
danger which should be checked so far as possible through the 
application of scientific banking methods exerted by the re- 
cognized agencies that have been vested with powers of so 
great a scope and extent during the past decade. 
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THE RELATION BETWEEN INDUSTRIAL MANAGE. 
MENT AND PRICE LEVELS 


MAGNUS W. ALEXANDER 
President, National Industrial Conference Board, New York City 


T° the complex organization of our industrial society, a 
great variety of influences enter into the determination 
of general price levels and the trend of prices. In order 

fully to understand the changing relation of industrial man- 
agement to price levels it is necessary to describe briefly the 
position of industrial management among these price influ- 
ences. We shall then be in a position to see in what respects 
industrial management is becoming perhaps the center and 
focus of all of these forces to-day. 

It will be readily conceded that foremost among the influ- 
ences which affect price levels is the general volume of pur- 
chasing power in the community, including under this head 
not only all forms of money but, what is of far greater im- 
portance in our present economy, the volume of credit. That 
influence has generally been supposed to be dominant, but we 
shall see later in what respects it may have been exceeded or 
offset by other influences that are far more important. The 
total purchasing power of the community exercises its influence 
on prices only in relation to the volume of commodities pro- 
duced and offered in exchange, and it is at this point that one 
begins to realize how various and complex are the forces 
which affect price levels through their influence upon the whole 
productive machinery of the community. 

A griculture, as the basic industry out of which so large a 
part of the materials of our industrial society proceeds, is one 
of the basic price factors. The condition of this aspect of 
our economic life, so dominated by the law of diminishing 
returns and so slowly affected by improvements in processes 
and methods of organization, may be considered as an under- 
lying factor in the whole price structure. We have recently 
seen in American experience how a maladjustment between 
price levels for agricultural products and those of other com- 
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modities produces stresses and strains in our economic structure, 
seriously disturbing economic progress. As the population of 
the world increases and new land areas are taken up or old ones 
more intensively cultivated, the influence of this factor on 
general price levels becomes more and more dependent upon 
international forces. But even within the country the in- 
creasing urbanization of the population in accord with in- 
dustrial growth enhances the significance of this factor and 
leads directly to a consideration of a third important factor 
in the determination of price levels—that of transportation. 

It is a familiar fact that industrial production looks in- 
creasingly to national or international markets rather than to 
local markets. In the United States, industries have been 
and are being located with reference to sources of power, to 
labor supply or other factors, rather than with respect to 
sources of materials and still less with respect to markets. For 
these reasons the cost of transportation enters not only into the 
cost of the materials used in industry and the cost of putting 
the product into the hands of the final consumer, but also in- 
directly affects production costs through the wide variations 
it causes in the cost of living of wage earners as between the 
geographical sections of the country. In the industrial de- 
velopment of the United States the centers of agricultural pro- 
duction and those of manufacturing rapidly separated during 
a larger part of our history, involving an increasingly long 
haul for food and other agricultural products required by the 
urban population. This situation has raised serious problems 
relating to the location of industries and to the development 
and rate structure of our transportation system. These prob- 
lems have a constantly greater bearing on price levels. 

The growth of taxation necessary to maintain the increas- 
ingly extensive governmental machinery regulating our in- 
dustrial society is a fourth important factor in the general 
price level. With the growth and increasing complexity of 
modern society go increasing demands upon public authority 
for services heretofore privately performed. These are paid 
for more and more out of the common wealth and their cost is 
clearly reflected in the prices of commodities and services 
privately produced. As the character of economic life, and 
hence the shifting and incidence of taxation, have changed, 
serious problems relating to the distribution of the cost of 
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these services have arisen. Attempts to spread the cost of the 
common services more evenly over the entire population have 
met with political obstacles; and likewise, the shifting of the 
basis of our taxation from general property to income has in- 
troduced new problems of equity in our fiscal system. All 
these questions have their reflections in the problems of prices, 

Any consideration of the role of taxation as a factor in price 
levels suggests immediately a fifth influence, that proceeding 
from domestic and international political forces. In its mod- 
ern forms, taxation is only one aspect of the growing tendency 
to exercise public authority over private economic activity, 
and the ramifications of political influences upon prices are too 
varied and familiar to need discussion here. One phase of this 
price influence should be emphasized. In the past twenty 
years, governments in all countries have given increasing at- 
tention to questions relating to prices of commodities. This 
interest has been stimulated by the rapid rise in price levels 
since the beginning of this century and especially during and 
since the recent war. Not only have price levels been con- 
sidered by public authority in relation to wages, but prices 
themselves have tended to become more and more a matter of 
legislative concern. Perhaps the most striking instance of 
this is afforded in the discussions in the last session of our 
Congress looking toward legislation affecting the prices of 
agricultural products. We may therefore, fairly set down the 
politician as one of the important potential influences on price 
levels, and this influence is by no means confined to any single 
aspect of our economic life such as agriculture. 

Finally, among the broad factors which play about price 
levels should be mentioned that whole group of social in- 
fluences which operate through changing standards of con- 
sumption. The psychological pressure toward higher stand- 
ards of living, not only as regards the quantity and volume of 
commodities demanded, but as regards their character and 
quality as well, is nowhere better illustrated than in the 
changes which have taken place in consumption habits in the 
United States during the past generation. While the per 
capita consumption of foods and common textile materials 
seems to be approaching an inelastic level or saturation point, 
the consumption of materials like cement, lumber, iron and 
steel, which enter indirectly into the production of a great 
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variety of conveniences and luxuries, continues to expand ap- 
parently without limit. There is little doubt but that these 
changes have had an important relation to our price structure. 

In the midst of this complex interplay of price influences, 
what essentially is the role of industrial management? It is 
my belief that it stands today clearly and self-consciously in 
the center or focus of this network of forces. In a sense, this 
has been true since the beginning of the era of large-scale 
mechanical production, but industrial management has only 
recently come to realize it. It is more true today than ever 
before, and the management of industry is more clearly aware 
of it than ever before. It recognizes now the supreme poten- 
tialities for good or for evil of its own problems of technology 
and organization in relation to price levels and consequently 
in relation to social welfare. How it has dealt and how it may 
better deal with these problems is the central question with 
which we are here concerned. 

The general truth of this broad conception of the réle of 
industrial management may be illustrated by a few simple 
considerations. If one looks at the tremendous rise in the 
general price level in the past ten years, it would seem at first 
sight as if the dominant influences in this rise have been the 
vast increase in the volume of purchasing power, particularly 
of credit media and, closely related thereto, the tremendous 
growth in public expenditures and taxation, due in large part 
to the recent war, but arising also from other causes, such 
as growing public extravagance. Yet there are good reasons 
to believe that improvements in industrial processes and or- 
ganization have more than offset these influences on price 
levels, at least in the United States, which stands in sharp con- 
trast to Europe in this regard. 

We are concerned with price levels chiefly because of their 
relation to social welfare as it is reflected in or affected by the 
standard of living. If, then, we consider the data collected 
by the U. S. Bureau of Labor Statistics, the National Indus- 
trial Conference Board and others concerning that special 
grouping of prices which registers the changes in the cost of a 
continuing standard of expenditures for wage-earners’ fam- 
ilies in the United States, we find substantial agreement that 
the purchasing value of the dollar in terms of this standard 
has declined about thirty-nine per cent since 1914. In other 
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Wage figures are derived from payroll data furnished monthly by nearly 
1,700 identical establisrments, with about 700,000 wage earners, in twenty- 
three major manufacturing industries. Approximately one-sixth of the 
total number of wage earners reported in the 1919 Census of Manufactures 
for these industries are covered. The “all wage earners” figure is an 
average of the twenty-three industries, weighted according to the number 
of wage earners in each industry as reported in the census. “ Real” earn- 
ings represent the purchasing power of “money” earnings, and are ascef- 
tained by dividing the index of “money” earnings by that of the cost of 
living. Full discussion of individual industries is given in National In- 
dustrial Conference Board Research Reports. 
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words, to use the index of the Conference Board, the cost of 
living has risen about sixty-three per cent in this period. This 
change may be taken to represent the influence on the price level 
of the general factors mentioned above: viz., the monetary sit- 
uation, agricultural development, transportation, taxation, 
politics and standards of living. The significant fact, however, 
is that the volume of purchasing power, that is, the money 
wages, in the hands of the industrial worker have risen more 
than the general price level in the past ten years. The data 
collected by the National Industrial Conference Board concern- 
ing wage earnings in twenty-three manufacturing industries 
show that in September of this year the average weekly earn- 
ings of all wage earners in these industries was $25.98 as 
against $12.54 in July, 1914, an actual rise of 107 per cent in 
many earnings. When this rise is corrected for the decline in 
the value of the dollar, it is seen that the purchasing value of 
the average weekly earnings of the wage earner today is 
twenty-six per cent higher than it was ten years ago. This 
means, in broad terms, that despite the rise in price levels, the 
standard of living of workers in the United States has risen on 
the average more than two per cent per year—during and 
notwithstanding the almost unprecedented price inflation in 
the last decade. The commodities and services which enter 
into the living requirements of the American working popula- 
tion have risen greatly in price, but the power of the working 
community to command them in the market has risen in greater 
measure. 

This conclusion is supported not only by ocular evidence of 
the improvement in consumption habits of our working popu- 
lation but by sound analysis of comprehensive and comparable 
statistics of wages and living costs, as well as by the data re- 
garding the growth of savings-banks deposits and life-insur- 
ance premiums paid. It does not rely solely upon data re- 
garding changes in prices of a single item of consumption 
such as food, nor upon scattered wage information. It is 
based upon the cost of a complete budget of expenditures for 
a family of five, as determined by current prices gathered by 
the National Industrial Conference Board from nearly one 
hundred and seventy cities of all sizes in all sections of the 
United States, and upon continuous, comparable payroll data 
collected by the National Industrial Conference Board from 
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CHART II 
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The Cost of Living curve represents average changes in the cost of the 
five major items in the family budget weighted according to the distribution 
of family expenditures of wage earners calculated for 1914. It is based on 
retail prices of commodities and cost of services to the consumer collected 
from cities of all sizes representing a total population of over thirty million. 
The lower diagram shows changes in the purchasing power of the dollar 
when spent for the same quality and kind of commodities and services as 
in 1914. 
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nearly two thousand representative manufacturing establish- 
ments in twenty-three industries, covering nearly 700,000 
wage earners in all parts of the country. Furthermore, al- 
though the conclusion is based on a comparison with conditions 
in the year immediately preceding the war, it would undoubt- 
edly be strengthened if any earlier period were taken as a 
starting point, unless one were to suppose that the situation 
in 1913 and I914 was so exceptional as to have offset, and 
more than cancelled, all improvement since that time. 

It requires no extended analysis to suggest that this progres- 
sive rise in the standard of living is largely the result of the 
increase in the volume of production at lower unit cost relative 
to the volume of purchasing power in the community, and that 
this increased volume of products has been made possible by 
progressive improvements in industrial processes and organ- 
ization. These improvements have more than offset the opera- 
tion of forces that have tended to raise price levels. They 
have prevented that lowering of the standard of living which 
might have attended the inflation of prices in this country, 
as it has so markedly abroad. Industrial management, through 
the whole administration of the industrial structure, has thus 
exerted in the past decade a paramount influence, if not on 
price levels themselves, at least on their social effects. 

The reality and extent of this influence may be visualized 
in still another way. If we compare the volume of produc- 
tion, the value of products, the unit value of product, the 
number of wage earners and the installed primary power in 
manufacturing industries in the twenty years from 1899 to 
1919, as shown in the “‘Graphic Analysis of the Census of 
Manufactures”” made by the Conference Board, we find that 
while the number of wage earners increased only 93 per cent, 
the volume of production increased 138 per cent, the unit value 
or average price level 130 per cent, the installed primary 
power 192 per cent and the total value of products 447 per cent. 
The total wage cost in this period in manufacturing industries 
as a whole rose 426 per cent, the average cost of labor per 
wage-earner month 171 per cent, while the proportion which 
wages formed of value added by manufacture remained al- 
most stationary and indeed rose slightly from 40 per cent to 
41 per cent, except during the war period. In other words, 
more power, more machinery, more efficient organization of 
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CHART III 
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The trend of volume of production is based on an index worked out by 
the Conference Board from census data corrected from other reliable sources. 
The unit value of products represents the average price level for manu- 
factured commodities and is obtained by dividing the index of value of 
products by the index of production. Power represents installed primary 
power, which is the potential or rated horsepower generated in or purchased 
by manufacturing establishments. It does not include horsepower of electric 
motors run by current generated in the establishment. 
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these factors have made available a larger product in propor- 
tion to the labor employed, and the real social income has 
thereby been increased. While less direct labor has gone 
into the making of each unit of product, the share of labor in 
the value added by the manufacturing process has not de- 
clined but remained steady or has even risen slightly. Finally, 
the total wages paid in manufacturing industries increased al- 
most as much as the total value of product, and the average 
wage paid increased more than the average price level of the 
product manufactured. 

From these considerations the role of industrial manage- 
ment in relation to prices stands out clearly. The operation 
of all the price influences mentioned above—the monetary 
mechanism, the trend of agricultural development, transporta- 
tion structure and rates in relation to the distribution of in- 
dustries, the fiscal and other policies of government, the shift- 
ing of consumption standards—all these put more and more 
directly to industrial management the central question in the 
whole problem of prices, to wit: can you, through techno- 
logical improvement and through all the ramifying functions 
ef management, keep enough ahead of changes in the price 
level to maintain and improve the standard of living of the 
community ? 

It is quite true that industrial management has only re- 
cently become sensible of the significance of its réle in relation 
to price levels, largely because of the fact that the present atti- 
tude of the industrialist toward prices is the product of a 
gradual evolution which, indeed, has not even yet been com- 
pleted. Before the beginning of the great rise in price levels 
due to the operation of the forces which have been described, 
or roughly twenty years ago, the attitude and activities of 
industrial management in relation to prices were markedly 
different from what they are to-day. Its concern with prices 
was twofold. In the first place, the old-time industrial en- 
terpriser was in large part the helpless victim or accidental 
beneficiary of changes in price levels. He adjusted himself 
to them, for better or for worse, much as the farmer adjusts 
himself to the seasons and the weather. This, indeed, it must 
be admitted, is the situation of a large number of the smaller 
er marginal industrial producers who still make up the bulk 
of manufacturing industry in this country; and in the early 
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years it was undoubtedly the economic position of these mar- 
ginal producers which set the price levels in their fields. 

In the second place, the old-time industrial entrepreneur, 
where he was in such an advantageous position that he did 
not need to take prices as he found them, sought in various 
ways to exercise a direct influence on the price level. This 
influence was usually toward raising prices, rather than lower- 
ing them, relative to general purchasing power, through com- 
binations or through trade practices which often gave him 
an artificial advantage over the marginal competitor. 

In this situation it was natural and inevitable that there 
should emerge a tendency toward exercise of public power in 
relation to price levels, looking not only to the stabilization of 
wide fluctuations in prices, which injured the producer as well 
as the consumer, but toward restraint of the industrial enter- 
priser from artificially raising prices. This precipitated the 
whole problem of government regulation of private busi- 
ness enterprise, not only through the anti-trust laws but in 
other ways, and led to the emergence, particularly during the 
war, of the politician as a price influence. This was, properly 
considered, merely the way in which the consumer sought to 
imitate the producer in protecting himself against fluctuations 
in prices and in directly influencing prices. 

To-day, the situation presents a quite different picture on 
both sides. Industrial management to-day is not interested in 
prices or price levels as such so much as it is in the factors 
which determine them and in the results which flow from them. 
It is interested more and more consciously in the factors of 
demand—that is, the volume of purchasing power in the com- 
munity ; the factor of supply—that is, the volume of produc- 
tion; the factor of cost—that is, the efficiency of production; 
and finally, in the general forces which influence these three 
factors in determining price levels. Instead of surrendering 
himself fatalistically to the changes in price levels, benefiting 
or suffering from them as chance determines, instead of seek- 
ing to drive a wedge here and there into the price structure to 
secure special and temporary advantage, the enterpriser is 
seeking more and more deliberately to understand and to con- 
trol the larger forces which influence price levels in general. 
He is seeking in various ways to alter and elevate the plane 
of competition so as to prevent these forces from injuring in- 
dustry and therefore the social welfare as a whole. 
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Through business and industrial organization, such as trade 
associations, through organization for economic research and 
for study of the problems of labor administration, such as the 
National Industrial Conference Board, and through organ- 
ization for technical study, industrial management today is 
endeavoring to extend and improve its knowledge and under- 
standing of the economic forces which influence price levels, 
and to adjust itself to these forces as well as to control them in 
the interests of the general welfare. And here it should be 
mentioned in passing that the consumer likewise, through sim- 
ilar cooperative effort, is endeavoring to elevate the plane of 
competition so as to rationalize and stabilize consumption 
standards and reduce distributive wastes. 

On both sides, the politician—or he who seeks to influence 
economic events by wielding group power—in both industry 
and the public is gradually giving way to what, for need of a 
new and apt term, I may call the “ economician’’—or he who 
attacks economic problems on the basis of scientific knowledge 
and tested experience. It would, of course, be misleading to 
suggest that this transition is as yet an accomplished fact. I 
am speaking only of a definite and clearly distinguishable 
tendency, the effects of which are, nevertheless, quite tangible 
in our whole economic position. It is, unfortunately, a tend- 
ency which still has to contend on the side of the public with 
suspicion and misunderstanding and definite obstacles which 
survive from the days of over-vigorous and excessively in- 
dividualistic business enterprise; and on the side of industry 
itself it has to contend with a self-interest unenlightened by 
economic understanding and social foresight. In the control 
of price levels the politician and the “ economician” are still 
struggling for the upper hand, but the battle for supremacy is 
not going to the strong in blind individual or group power, 
nor is the race going to the swift in hasty action or conclusion, 
but to the intelligent, efficient and socially minded. 

Granting this perhaps optimistic view, it will be asked in 
what ways the industrial “‘economician” is in a position and 
is likely to function in relation to sound price levels, and what 
the effects of his efforts in this direction are likely to be on 
wages, production costs and prices in the future. 

Let us consider first the relation of this new type of indus- 


trial ‘‘economician” to some of the larger forces which in- 
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XI 


fluence price levels. The broadest and perhaps most remote, 
yet of undoubted timely concern, is that of the state of agri- 
cultural development and the balance or lack of balance be. 
tween agricultural prices and those of industrial products, 
This is a problem which is being met primarily, it is true, 
through the emergence of the “economician” in the agricultural 
industry itself, as well among consumers, although, as the last 
session of Congress witnessed, the politician is still a significant 
factor in the effort to balance and stabilize agricultural prices 
regardless of the operation of economic forces. It might 
seem as though the problem were remote from the concern of 
industrial management, but the least consideration of the trend 
of agricultural production in the United States in recent years 
suggests strongly that the industrial ‘“economician”’ has had 
an important influence here and will have an even greater one 
in years to come. Not only has labor been shifted more and 
more into manufacturing industry and the urbanization of 
population hastened through the development and large scale 
manufacture of labor-saving machinery in agriculture, but, 
through the automobile and other manufactured products, the 
character and standards of rural life have been altered. 
Studies of the relative trends in the value of agricultural and 
manufacturing products and in the number of persons en- 
gaged in these fields, made by the Conference Board, indicate 
that the volume of manufacture has tended to rise more rapidly 
and fall more slowly than that of agriculture; and that the 
number of persons engaged in manufacturing has tended to 
gain rapidly upon the number employed in agriculture. As 
a result, the number engaged in these two fields equaled each 
other for the first time a few years ago and today manufacture 
is the dominant occupation of our working population. Form- 
erly, a large part of the manufactured products utilized on the 
farm were made by the farmer himself; to-day, these are made 
in factories.. A large part of what was formerly agricultural 
labor has been transformed into manufacturing labor and, at 
the same time, many of these manufactured products, such as 
agricultural machinery, have further reduced the amount of 
agricultural labor necessary by permitting a greater product 
by fewer persons. The increased volume of agricultural pro- 
duction at lower cost has, on the one hand, tended to depress 


agricultural prices in relation to other prices and so helped 
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CHART IV 
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Persons engaged in manufacturing and mechanical industries include fac- 
tory occupations, building trades and hand industries. From 1910 subordin- 
ate salaried employees in manufacturing industries are included. The choice 
of January 1 as the enumeration date in 1920 probably makes the figures for 
agriculture and the building trades abnormally low. Net value of manu- 
factured products represents total value of products minus cost of materials, 
supplies and fuel used. Value of agricultural products excludes amount of 
crops fed to animals but still includes cost of products of other industries 
such as feed and fertilizer. 
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raise the standard of living of the urban worker; but the 
farmer has been able to raise his own standard of living also 
through the greater variety of products and services which are 
increasingly available for him. There are serious problems 
still to be solved here, but the rigidity of application of the 
law of diminishing returns in agriculture and the growth of 
urban population are likely to operate effectively to raise agri- 
cultural prices and, as manufacturing costs themselves are 
brought down under efficient industrial management, the 
standard of living of rural populations will be raised accord- 
ingly. Thus, both as regards the costs of agricultural pro- 
duction and the costs of the things consumed by the agricul- 
tural population, the center of the problem of agricultural 
prices is shifted more and more into the factory and the hands 
of industrial management. 

The considerations just outlined lead directly to the next 
great price factor in respect to which industrial management 
will play a large part, that of transportation. The industries 
of this country have developed in those localities which were 
most suitable with respect to sources of power, labor and other 
factors, regardless, broadly speaking, of markets and raw 
materials; and our transportation system, particularly its rate 
structure, has been built up under the influence of this situa- 
tion. Great variations in production costs, prices and costs 
of living have resulted, for, as workers drift to industrial 
cities and food has to be brought long distances, living costs 
and, therefore, wages, are raised. The industrial “ economi- 
cian” is not only exercising his influence to remedy these arti- 
ficial price influences by pressing, as a member of the body 
politic, for a more economic solution of transportation ques- 
tions, so far as these are affected by legislation but, what is 
perhaps more important, he is endeavoring directly to mitigate 
the influence of the transportation factor in prices of reloca- 
tion and more even distribution of manufacturing industries 
and by the development of such supplements to, and improve- 
ments in, transportation as the motor truck. The gradual 
shifting of the center of manufacturing into the heart of the 
agricultural sections of the country in the last few decades is 
a direct testimony to the importance of industrial management 
in relation to the transportation factor in price questions. In 
1850, the center of manufacturing, on the basis of the number 
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of wage earners employed, was located just outside of Mifflin- 
town, Pennsylvania. Decade by decade, it moved westward 
until, in 1920, it was to be found a mile north of Rushsylvania, 
Logan County, Ohio. Manufacturing production is gradually 
being dispersed throughout the United States, as industrial 
management is solving more and more of the problems in- 
volved in the proper location of industry with reference to 
labor supply, power and sources of materials. 

In this connection should also be mentioned the new turn 
which has been given to the problems of management in rela- 
tion to prices by the restriction of our foreign labor supply. 
Not only through the relocation of industries, but by the de- 
velopment of labor-recruiting organizations and of apprentice- 
ship systems, as well as through its wider interest in educa- 
tional questions, the industrial “ economician” is endeavoring 
to develop sources of labor supply and greater efficiency of 
labor. All these things have a silent but tangible bearing on 
production costs and, therefore, on prices. During the dis- 
cussion of immigration policy last year, the attitude of the 
more far-sighted among industrialists toward the whole im- 
migration problem, as it bore upon their own problem of 
labor supply, afforded the clearest evidence of the emergence of 
the industrial “ economician” in dealing with all public ques- 
tions. The old-time interest in cheap labor gave place here to 
a realization that cheap labor did not mean inexpensive labor, 
high profits or low prices. The whole question, as it related 
itself to production costs and prices, was taken finally from 
the hands of the politician in industry and entrusted to the 
“economician”’ in industry. 

In the problems of taxation as in those of agriculture, trans- 
portation, labor supply, as all these affect prices, the same 
emphasis upon economic considerations has developed. The 
importance of these problems may readily be realized by con- 
sidering the extent of the growth of taxation and public ex- 
penditures and their relation to the national income in recent 
years. According to a study made by the National Industrial 
Conference Board, the total tax burden of the United States— 
federal, state, and local—in 1923 was $7,716,000,000 as 
against $2,194,000,000 in 1913, and $875,000,000 in 1890. In 
1890, all taxes represented 7.2 per cent of the national income ; 
in 1913, 6.4 per cent; but by 1923, the inroads of taxation 
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CHART V 
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upon national income had increased until taxation represented 
11.6 per cent, or about one-eighth of the total national income. 
This situation has given rise to problems which have affected 
industry and the general public alike, and industrial manage- 
ment has been more and more preoccupied with the bearing 
of these problems upon industrial efficiency. The far-sighted 
industrialist, however, is no longer concerned primarily with 
the bearing of taxation policies upon individual production 
costs and prices, or even with the questions of distribution of 
the tax burden among the varicus economic groups of which 
he is one. As to the equity of the distribution there are, of 
course, many difficult problems still to be solved, but the center 
of attack, so far as productive industry is concerned, has 
shifted to the question of governmental economy. Whereas 
in 1890, the total governmental expenditures formed 7.6 per 
cent of the national income, the Conference Board estimates 
that in 1923 the total governmental expenditures were $10,- 
045,000,000 or I5 per cent of the national income for that 
year—twice the proportion that obtained in 1890. The in- 
dustrial ‘“‘economician”’ is trying to bring to the public the 
realization that the cost of the increasing governmental ser- 
vices which it receives are in a sense a certain intangible in- 
crement of the common income or wages of the community, 
shared by all alike, but that, like all wage costs, they are partly 
or wholly reflected in the price level. The essential problem 
in taxation from the point of view of industrial management 
is, first, to see that the cost of these services to the general 
public is reduced by economical and efficient governmental 
administration, and second, that this cost is so absorbed by the 
various productive factors that it is not paid too directly out of 
reduced wages or inflated prices. Thus, through the infusion 
of better business methods in government as well as through 
increased efficiency of production, the problem of taxation as 
it relates to the price level comes more and more under the 
influence of the industrial ‘‘economician”, even though the 
politician is still the dominant protagonist in the field. 

The question of taxation is more or less directly related to 
the whole question of business financial policy as it affects 
prices. It is not necessary to enter into this much discussed 
field further than to say that, so far as public policy goes, our 
Federal Reserve System may be depended upon to protect the 

[287] 


| 
| | 
ol 
cial 
the 
and 
ga- 
ars 
not | 


140 FUTURE OF PRICES AT HOME AND ABROAD [ VoL, Xt 


productive machinery of the country from the danger of those 
credit and monetary influences which in the past have had so 
serious an effect on price levels. And that system, it should 
be remembered, is a creation in which the intelligent business 
men of the country collaborated to no small degree, and one 
which they are zealous in preserving and strengthening. But 
here again, regardless of the safeguards against price infla- 
tion thereby afforded in public policy, it must always be re- 
cognized that industrial management itself retains a large 
measure of individual responsibility of which it is more and 
more conscious, and which it is more and more endeavoring 
to discharge in its own financial policies from day to day, 
Through conservative capitalization policies, through the re- 
duction of overhead charges, through effective utilization of 
plant and equipment, through more intelligent adjustment to 
seasonal and cyclical changes in business activity, the in- 
dustrial “economician” is cooperating more and more effec- 
tively to control certain important factors in credit inflation. 
The increasing importance of his réle in this regard is attested 
by the fact that, as international financial and industrial prob- 
lems play a greater part in the whole question, he has been and 
will be drawn more and more into the discussion and settle- 
ment of these problems. 

In relation also to the difficult questions involved in the in- 
fluence of changing consumption standards on price levels, 
the industrial ‘“economician”’ is playing an increasingly im- 
portant part. The seizing of temporary market advantage 
by adding to the multiplicity of forms of more or less identical 
products is giving way to cooperative efforts toward stand- 
ardization of commodities. The importance of this move- 
ment toward standardization of grades and forms in reducing 
production wastes and stabilizing prices and market conditions 
may be realized by comparing it with the effects of the earlier 
standardization of weights and measures on our whole econ- 
omic life. This is an aspect of cooperative scientific effort of 
industrial management which will bear great fruit in relation 
to the whole problem of prices. 

When all these newer and widely ramifying activities of 
industrial management in relation to the broader factors which 
affect price levels are considered, it will be realized that they 


all, in greater or less measure, lead back to its most vital func- 
[288] 


No. 
tio! 
| sys 
| ia 
he 
rel 
| in 
th 
| bet 
vis 
| sci 
| int 
frc 
an 
| fo 
tic 
i 
P 
re 
ef 
in 
| o 
| 
| 
| fa 
| is 
| s 
fc 
0 
| 
h 
| P 
c 
| oO 
| a 


No.2] JNDUSTRIAL MANAGEMENT AND PRICE LEVELS 14! 
tion of heightening the productive efficiency of our industrial 
system through improvements in technology and in the organ- 
jzation and administration of productive factors. We reach 
here the crux of the réle of the industrial “ economician” in 
relation to price levels. Through technological improvements 
in the machine process, through increased division of labor, 
through wider application of better forms of power, through 
better organization of working forces, through better pro- 
vision for the safety and health of workers, through more 
scientific adjustment of production to market conditions, the 
industrial ““ economitian”’, laboring with his internal problems 
from day to day, is exercising a silent but most potent in- 
fluence on price levels as they affect the standard of living 
and the whole social welfare. The net result of all these ef- 
forts is, broadly speaking, so to enlarge the volume of produc- 
tion and so to reduce unit costs as to bring about a more stable 
adjustment of the purchasing power of the community and 
price levels. Their object, it should be emphasized, is not to 
reduce wage levels but to increase the efficacy of wages by 
effecting a nicer and more scientific adjustment of wages to 
industrial productivity. This is in itself the best guarantee 
of sound price levels. By virtue of it the influence of externai 
disturbing factors on prices themselves is more and more off- 
set. The purchasing power of the community tends to rise 
faster or fall more slowly than prices. The standard of living 
is progressively raised and the social welfare enhanced. 

One of these activities of the industrial ‘‘economician”’ has 
such a special pertinency to wages, production costs and there- 
fore to prices, that it deserves a special word. The problem 
of nicer and more scientific adjustment of wages to produc- 
tivity, within each industrial establishment, is a question with 
which the industrial ‘‘ economician”’ has increasingly concerned 
himself in recent years, and one that has been a source of 
serious misunderstanding, for it is an arena in which the 
politician’s approach and that of the “economician”’ have 
clashed. Viewed from the point of view of the general econ- 
omic welfare, the essential purpose of more scientific job an- 
alysis and of more scientific systems of wage payment is to 
protect the efficacy of wages by reducing the waste of man- 
power in production, which waste must necessarily throw 
wages out of adjustment with prices in one direction or an- 
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other and so diminish the productive surplus upon which jm. 
provement in the standard of living depends. 

It cannot be too strongly emphasized that such improve. 
ment through this and all other activities of the industria] 
‘“economician”’ implies a progressively accumulating social 
surplus, a surplus that is not wholly consumed, but part of 
which flows back into capital goods to heighten the produc. 
tive power of the community. This means that there must be 
a progressively accumulating saving which can be turned 
back into industry for the improvement of production. For 
the community as a whole this means in turn that the stand- 
ard of living at any time shall not be as high as it might be if 
all the surplus were consumed. For industry itself it means 
that wages and prices shall be so adjusted that, on the one 
hand, there is a possibility of saving and an actual saving on 
the part of the worker and, on the other hand, a surplus from 
operation for management which may flow back directly into 
industry. The available figures for savings-bank deposits 
and life-insurance premiums indicate how largely the first 
desideratum has been achieved through industrial efficiency in 
recent years, since these surplus funds form an ever larger 
part of the capital accumulation that is needed for industrial 
progress. The reports of the National Industrial Conference 
Board on ‘‘ Wages in American Manufacturing Industries” 
indicate that while the volume of production has increased at 
an average rate of at least one per cent per annum in the past 
decade, the “real” wages of workers have increased about 
2.6 per cent per annum during the same period. If we assume 
that the increase in production of goods available for con- 
sumption has been entirely used in raising the standard of liv- 
ing by one per cent per annum, we shall have a surplus in- 


crement of 1.6 per cent in purchasing power which may be | 


taken to represent wage earners’ possible savings. Data re- | 


garding the average annual increase in savings-bank deposits 
and life-insurance premiums paid in the past ten years indicate 
that the volume of general savings has increased more rapidly 
than this. 

But in the future as in the past, the larger part of the surplus 
product upon which such progress depends has come through 
the rewards of industrial management and enterprise itself, 
and those rewasds cannot themselves be seriously diminished 
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without damaging that impulse toward leadership in indus- 
trial efficiency which has been a fundamental factor in the 
great improvements which I have described. This industrial 
leadership has made large scale, low cost production possible. 
Increase of productive capacity is not a simple problem, nor do 
improvements in technology or organization come as a matter 
of course. They come through individual initiative and in- 
dividual enterprise, which in our present organization of in- 
dustrial society are so strongly affected by the prospect of 
reward and prestige. Under any organization of society, 
both that initiative and efficiency and the accumulation of a 
capital surplus which has flowed from the reward of intiative 
and efficiency would be necessary if economic progress is to 
be assured. 

Looking ahead, then, if you ask what is likely to be the 
future trend of wages in relation to prices, the answer may 
be given with considerable confidence in these terms: As the 
industrial ““economician”’, as opposed to the politician, exer- 
cises more and more clearly his functions and plays more and 
more effectively his réle in relation to all the price factors | 
have mentioned, we may look for a progressive increase in the 
social surplus and therefore a progressive increase in effective 
wages, whatever the actual levels of wages and prices may be. 

Such an increase in effective wages is, after all, a consum- 
mation which we expect of our industrial system, if we are to 
believe in its economic soundness and social value. It is ex- 
pected because that system demands ef all those involved in it 
certain increasing sacrifices and renders larger and larger 
groups completely dependent upon its continuous, efficient 
operation. Q@ur industrial system becomes an increasingly 
complex, closely-knit machine, embracing a constantly larger 
part of the world’s population, operating at a constantly 
greater speed and becoming ever more sensitive to disrupting 
influences as it becomes more and more vital to the mainten- 
ance and welfare of these populations. It requires of the 
worker closer and more intense application to activities that 
become increasingly repetitive as the mechanical process and 
the minute division of labor are extended. It requires, on the 
other hand, the highest intelligence, foresight, planning and 
organization on the part of the industrial management as con- 
tinuity and efficiency of operation become the sele guarantees 
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of social welfare, as each industrial establishment is more 
closely bound up with the whole network of industry and as the 
ownership of industry becomes more widely diffused through 
the corporate form of organization. The repetitive character 
of labor and the responsibilities of industrial leadership thus 
grow and both demand that reward of a fuller life without 
which human effort cannot be stimulated to its highest expres- 
sion. But this compensatory reward can come only as our 
industrial system is more efficient and productive, and this can 
be achieved only through the greatest latitude for free ex- 
ercise of scientific intelligence in its management. It cannot 
be achieved through exercise of group force of any kind by 
the politician or the legislator. In the last analysis, industry 
can be made efficient, prices can be lowered, and wages raised 
by no other laws than the laws of science and economics, and 
by no other force than the force of human intelligence. 

This, then, is at once the privilege and responsibility of in- 
dustrial management: through incessant effort for the im- 
provement and perfection of industrial processes, through the 
elaboration of more efficient forms of industrial organization, 
and through the exetcise of intelligent and farsighted leader- 
ship, to increase the effectiveness of our industrial system in 
supplying human needs, thereby progressively increasing the 
social surplus, rendering wages more effective, prices more 
stable and sound, progressively raising the standard of living 
and the social welfare, and thus bringing to all engaged in the 
work of our industrial society a reward which will stimulate 
their best efforts and afford the highest satisfactions of life. 
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THE FUTURE OF WAGES AND LABOR COSTS 


LEO WOLMAN 
Lecturer, New School for Social Research, 
Director of Research, Amalgamated Clothing Workers, New York City 


r HE history of wage rates in the United States in the 
[ last generation has been one of increasing rigidity of 
rates during periods of the downward movement in 
prices and of increasing elasticity during periods of rising 
prices. The labor market appears to have become gradually 
converted from a purely competitive market into a more or 
less controlled one. The spread of trade unionism and the 
substitution of collective bargaining for individual bargain- 
ing, in an ever widening industrial area, has led to the slow 
adoption of a wage policy which is bound to exert, as it already 
has, an influence even over industries where labor organiza- 
tion does not yet prevail. Stated in its simpbest terms this 
wage policy involves the preservation of existing wage rates 
when business is bad and the lifting of wage rates to new and 
higher levels as soon as business seems to have improved. 

Such a wage policy is naturally not strictly applied at all 
times and under all or any circumstances. Even its stoutest 
defenders have been known to deviate when they were con- 
fronted by a industrial situation which they recognized to be 
critical, Rarely, however, has a modification of the policy 
amounted to a relinquishment of it. At best it has meant oc- 
casional concessions in wage rates, much after the manner of 
the price concessions of wholesalers and retailers, who adhere 
to a policy of fixed prices. Concessions of both sorts, more- 
over, are so peculiarly the product of bargaining that they 
rarely get into the record and become subject to measurement, 
if at all, long after the event. For the practical purposes of 
forecast, then, it is essential to admit the existence and effec- 
tiveness in this country of the kind of wage policy that has 
just been described. 

However influential in the business situation the exercise 
of this wage policy may be, it is still far from being a dominat- 
ing and determining factor. Its application to a given busi- 
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ness situation may temporarily retard or even impede the 
movement of business in either direction, but it will not in all 
probability change its course. The roots of business revival 
and the sources of business depression are still to be found 
elsewhere than in the hands of those who seek to control the 
movements of wage rates. If, for instance, this country is now 
on the verge of a period of business prosperity and of high 
industrial activity, the origins of the prosperity will not be 
discovered by studying movements in the general wage level 
in the past few years. 

Forecasting future wages and labor costs, then, involves as- 
sumptions as to the future course of business and prices and as 
to the relation between wage rates and labor costs. Regarding 
business prospects during the next year and perhaps even 
longer, students of the problem appear to be coming rapidly 
to a consensus of opinion. They foresee high levels of in- 
dustrial activity, increasing business profits and rising prices. 
For longer than a year or two, if for that long, the picture 
can, as things stand, hardly be a clear one. At the most, a 
fearless forecaster would venture to predict in the next decade 
as in the last one a succession of waves of business prosperity 
and depression, of uncertain length and amplitude. Pressed 
for a bolder and more distant prognostication, he might divine 
a world-wide return to the gold standard, the gradual liquida- 
tion of price levels, and because of this, the existence in the 
United States, as elsewhere, of a slowly, but steadily, falling 
price level. Beyond this highly doubtful conclusion, it would 
at present be difficult, if not impossible, to go. 

If the forecast for business prosperity during part or the 
whole of 1925 is realized, the upward movement will naturally 
be accompanied by extensive changes in wage rates. As in 
the past these changes will not be equal and synchronous for 
all industry. The fact that various industries achieve pros- 
perity at different times and. that recovery from the effects of 
depression is not everywhere accomplished with the same 
speed and effectiveness will necessarily account for quick wage 
readjustments in some places and slow ones elsewhere. Con- 
trary to what is often the prevailing view, rises in wages are 
likely to come first in the unorganized or non-union industries. 

In the basic industries of iron and steel, metals, food and 
textiles, where unions are weak or non-existent, a period of 
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general business prosperity will inevitably produce extensive 
and substantial increases in wage rates. Wage rates in un- 
organized industries of this character are most sensitive to 
changes in market conditions. The prevailing rates of wages 
are not, as in unionized industries, fixed by agreements which 
run for specified periods of time. In their upward, as in their 
downward course, they respond quickly to changes in the 
business situation. For short periods, at any rate, the level 
of wages is considerably more stable in a union, than in a non- 
union industry. If, however, business proceeds on a high 
level, say, for six months and shows signs of continuing be- 
yond that time, it is reasonable to anticipate a considerable 
movement for wage increases in the unionized industries as 
well. 

Conditions in a measure peculiar to the present business 
cycle confront industries that happen to be the most completely 
organized. And these conditions, if they continue to prevail, 
will without doubt affect the course of wages in unionized in- 
dustries. The building industry, in which trade unionism is 
very strong indeed, experienced its phase of boom and pros- 
perity while the rest of industry was in the main quiet. 
Building activity is now generally regarded as being on the 
decline. Even during the past year the wage rates, augmen- 
ted by bonuses of the preceding season, were in many places 
substantially reduced, either by the withdrawal of the bonus 
or by actual cuts in rates. It may, of course, happen during 
the next year that the prevalence of good business and full 
employment in industry in general will again, as in the post- 
war period, act as a stimulus to the construction industry and 
raise the level of activity in it to a new peak. In that case 
those who work in the building industry will participate in 
the movement for higher wages. Barring such a contingency, 
which in the present outlook seems unlikely, the wage rates of 
building-trades artisans may be expected to undergo little 
change within the next year. 

The outlook on the railroads is in many respects not unlike 
that of the building industry. In the years following the 
liquidation of 1920-1921, the railroads were able to rise to a 
high level of activity and with only slight interruption to re- 
main at that level. During the period of recovery changes 
in wages represented a partial restoration of the cuts pre- 
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viously made. Any sustained period of general business pros. 
perity and widespread movement for wage increases is bound 
to have its reaction before long among railroad employees, 
The wage rates of the most strongly organized railroad work. 
ers, the train-service employees, will not, however, be the first 
to be affected by this reaction. When the demand for a gen. 
eral rise in the wage level is made in the steam transportation 
industry, it will in all likelihood come first from the shop 
crafts, the clerks, and the unskilled maintenance-of-way em- 
ployees, who lost most heavily in the period of liquidation, 
These groups of railroad employees may be expected to par- 
ticipate with great vigor in any demand for the restoration 
of what they feel they had and then lost. 

In the soft coal industry the future is complicated by many 
factors largely peculiar to that industry. Even at the present 
time, when the fact of business recovery is generally accepted, 
it is rumored that the coal operators will next April seek a re- 
duction in wages. The industry is just emerging from an 
exceedingly long and serious depression. The capacity of the 
industry, in man-power and in property development, is far 
in excess of all possible requirements for coal in this country. 
And there has grown up in the industry, in the past few de- 
cades, an extensive non-union area. So far as the union por- 
tion of the industry is concerned, no major movement of wages 
in either direction is to be looked for in the next year. A 
long-term agreement, covering wages and working conditions, 
now in force between the union operators and the United Mine 
Workers, precludes the possibility of wage increases. On the 
other hand, the experience in the industry in the past makes 
highly improbable a successful demand, on the part of the 
operators, for a reduction in wages. In this industry, as in 
others which are part union and part non-union, the first up- 
ward movements in wages are to be anticipated in the non- 
union districts. In those districts the influence of market 
forces during periods of active business, as well as the fear that 
the maintenance of disparities in wage rates as between union 
and non-union mines will lead to successful campaigns of 
organization by the union, may force quick revisions upward 
in the prevailing wage scales. 

It does not follow, because wage rates are likely to rise 
during the next year, that a like rise is to be expected at the 
[296] 


No, 
sa 
ing 
be 
ass 
is 
san 
wi 
me 
bet 
its 
the 
the 
me 
| cos 
| fo 
du 
cod 
on 
ext 
sul 

| the 
im 
are 
in 
fac 
in 
of 
sa 
| 
| she 
tro 
ors 
48 
ma 
ho 
me 

1 

B 


No, 2] THE FUTURE OF WAGES AND LABOR COSTS 149 
same time in the level of labor costs in this country. Concern- 
ing the relation between wage rates and labor costs, like that 
betwen wage rates and earnings, very little is known. To 
assume that an upward or downward movement in wage rates 
is followed by a movement in the same direction and of the 
same magnitude in labor costs is certainly not at all in accord 
with the facts. But in the absence of the materials for precise 
measurement, it is not even possible to compare the relation 
between rates and labor costs in the past, much less to forecast 
its course in the future. 

In spite of the lack of precise and extensive measurements, 
the results of general observation and fragmentary data reveal 
the possibility in this country of a substantial upward move- 
ment in wage rates without a proportionate increase in labor 
costs. Changes in technique in American factories are so 
general and so rapid that they are often overlooked or taken 
for granted by the historians of American industry. The in- 
dustrial revolution which is now under way in the bituminous 
coal industry and which will inevitably have a profound effect 
on the level of labor costs in that industry, is noticed almost 
exclusively in the technical journals. Similar division and 
sub-division of processes, introduction of machines, affecting 
the relation between wage rates and labor costs in nearly every 
important American industry, are known only to those who 
are closely associated with specific industries. Improvements 
in industrial technic, probably more than any other single 
factor, account for the disparity between the fall in prices and 
in wage rates during the period of liquidation after the middle 
of 1920. A recent government report’ reveals unsuspected 
savings in labor costs in the boot and shoe industry during the 
very short period of seven years, from 1916 to 1923. In this 
period the time required for making one hundred pairs of 
shoes was reduced by twenty-five per cent through “the in- 
troduction of more effective machinery and by more efficient 
organization”. Although labor costs rose at the same time 
48.5 per cent, this rise was much below what was necessary to 
make up for the increase in wage rates and the reduction in 
hours during the seven years. The stage of technical develop- 
ment is, of course, not the same for all industry in the United 

1“Time and Labor Costs in Manufacturing 100 Pairs of Shoes, 1923,” 
Bulletin, U. S. Bureau of Labor Statistics, no. 360, 1924, p. 3. 
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States, but there is no sound reason for regarding the shoe 
industry as wholly abnormal or unrepresentative in this re. 
spect. 

Much the same type of difficulty is encountered in cop. 
sidering the past and future relation between wages, labor 
costs and prices, whether wholesale or retail. As incomplete 
as are the data on labor costs, they are even more so on the 
many items entering into the determination of wholesale and 
retail prices. Until there becomes available a large mass of 
statistical material on the size of retailers’ and wholesalers 
margins and on the constituents of the costs of distribution, 
consideration of the movements of wage rates, labor costs and 
prices must remain largely speculative. 

Only in such tentative and hesitant terms can the future of 
wages and labor costs in the United States be discussed. To 
attempt more would constitute a bold, but also a foolhardy, 
undertaking. At a time when the statistical record of the 
recent past is still obscure on these points, it is best not to ven- 
ture too far by way of forecast for the future. 

What seems reasonably clear is that the methods of wage 
adjustment, and therefore of wage determination, are con- 
tinuously undergoing in the United States, as elsewhere, pro- 
found change. Much as the machinery of wage control seems 
often to move with the current, at the same time, if even 9 
slightly, it affects and directs the current. If the tendencies, 
which have been under way in this country for more than 
thirty years, continue, as they appear altogether likely to do, 
then wage adjustments are bound to become, in the best sense 
of the word, political as well as economic problems. Wage 
will, in other words, reach adjustment by a process of consulta- 
tion, in which considerations of public policy and public wel 
fare will, on the whole, be determining. Regard for the sup- 
posed outcome of automatic economic forces will be subord- 
inated to an interest in measures calculated to relieve the 
stresses and strains of our industrial society. 

It is, in fact, with precisely such measures that English 
economists have been concerning themselves in the past fout 
years. While their problem is that of unemployment and n0 
of business forecast, their attitude of mind is indicative of wh# 
may be expected here in the future, regardless of the prevail 


ing direction at a particular time of business conditions, 0 
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wages, or labor costs, or prices. It would be hard to find a 
more illuminating statement of this attitude than that of Mr. 
J. M. Keynes, when he is discussing the problem of unemploy- 
ment in England.* ‘‘ We cannot,” he writes, ‘cure these ills 
[of unemployment] by forcing labour into new directions by 
pressure of starvation, or by breaking the power for evil, and 
perhaps for good also, of the Trade Unions, or by reducing 
wages in the sheltered industries to the level of the unsheltered. 
From these thoughts the mind must be averted, for from such 
directions help will not come.” Or again:* “A drastic re- 
duction of wages in certain industries, and a successful stand- 
up fight with the more powerful Trade Unions might reduce 
unemployment in the long run. If any party stands for this 
solution, let them say so. I believe that such a policy is not 
practical.” How completely this view, that the adjustment 
of wages and prices is a matter of public policy, is accepted is 
even more explicitly indicated in the following remarks of 
Lord Milner: * 


It may be because I am inexpert as an economist and belong .. . to the 
much despised class of politicians, that I feel a certain sympathy with that 
thoroughly inconsistent attitude on the part of the Government..... 
Fortunately, I do not belong to the Government any longer, but I am sure 
that if I did I should be prepared to burn any amount of incense on the 
altar to the gold standard, or at any altar, provided I was not asked to take 
any step which might tend, at a time like the present, to increase, either by 
much or by little, or run any risk of increasing, the depression of trade, 
the slackness of production, and the great mass of unemployment... . 


1 The Nation and The Athenaeum, London, May 24, 1924, p. 236. 
*Ibid., June 7, 1924, p. 312. 
8 The Economic Journal, London, June, 1924, p. 176. 
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FUTURE PRICE TRENDS 


JOHN O. DOWNEY 
Economic Adviser, Sanderson and Porter, Engineers, New York City 


N forecasting future prices, comparisons are often made 
with those historical periods wherein the political and 
economic conditions then existing are thought to be 

somewhat similar or even analogous to those of today. The 
degree of similarity of any previous period with the present 
is, however, decidedly a matter of opinion. The period fol- 
lowing the Napoleonic Wars and that following the Civil 
War have often been studied, in an effort to determine an 
index as to what may be expected to occur in the later stages 
of the period following the World War. 

The Napoleonic Wars and the second war between England 
and America caused high prices, due to an inflation which 
was the result of the more or less extensive use of irredeemable 
paper money. British currency was inconvertible from 1797 
to 1820 and American currency, from 1814 to 1817. A long 
period (1813-1849) of declining prices followed, which was 
halted in 1849 by the great discoveries of gold in California 
and Australia. This was followed by an enormous increase 
in gold production and by sharply rising prices. The Civil 
War, beginning in 1861, brought another period of currency 
inflation, and American currency was again on an inconver- 
tible paper basis. Drastic deflation and rapidly falling prices 
followed. 

Although specie payments were resumed in 1879, prices con- 
tinued to decline, as they did in all the leading gold-standard 
countries, till 1897. From 1897 to 1914, the price trend was 
strongly upward, due no doubt to the remarkable increase in 
gold production consequent to the opening of the South Afri- 
can mines and the marked improvements and economies in 
mining methods. The greatly increased prices of the World 
War period and the level which has been maintained in the 
years following are doubtless due, in part, to unusual bank 
credit expansion in America and to the resort to inconvertible 
paper currency in most other countries. 
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The present period offers certain similarities to the con- 
ditions in the interval from 1815 to 1848 and the interval from 
1866 to 1897. Each of those periods was preceded by a pro- 
longed and exhausting military conflict, during which great 
economic wastes occurred and currency inflation was extreme. 
In the two earlier instances, irredeemable paper currency was 
issued, but in the most recent situation America did not fail 
to meet all payments in specie (all other belligerents did fail, 
however), although this was made possible by the excellent 
operation of the recently instituted central banking system, 
which resulted in a marked and saving expansion of bank 
credit. The great point of difference between those attempted 
historical parallels and the present time, seems to me to be- 
come clear in contrasting, in each instance, the amount of gold 
available for currency and credit purposes and the annual in- 
crement added thereto. 

According to the Commission of Gold and Silver Inquiry 
of the United States Senate, the annual average world gold 
production from 1811 to 1820 was $7,606,000, and from 1821 
to 1830 it was $9,448,000. In the period from 1861 to 1880, 
the average production amounted to $121,000,000. Gold pro- 
duction from IQII to 1917 was well in excess of $400,000,000 
per annum. ‘The peak was reached in 1915, when gold to the 
value of $469,000,000 was produced. As a result of increas- 
ing mining costs, labor difficulties and mine exhaustion, pro- 
duction has declined somewhat since that time, although in 
1923 it amounted to $360,000,000. 

Mr. Joseph Kitchin of England, a leading authority on 
world gold production, estimates that the annual gold produc- 
tion for 1924-25-26-27 will be at the rate of $385,000,000, and 
that for the succeeding years until 1930 it will decline to 
about $370,000,000 per annum. He does not expect the actual 
annual production to vary more than five per cent from this 
estimate. It will be noted, therefore, that the amount of gold 
available for currency and credit purposes is very much 
greater today than in the two historical instances sometimes 
cited. 

Another very essential difference between the historical 
parallels and the present prevailing conditions lies in the fact 
that for a number of years following 1815 and again following 
1865, the periods in which our government was endeavoring 
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to return to a specie payment basis, were periods in which 
world gold production was materially declining. In that con. 
nection, it should be kept in mind that gold mining is relatively 
profitable in periods when commodity prices and wages are 
low, and relatively unprofitable when prices and wages are 
high. In the earlier period, the United States was on a gold 
and silver basis so in that instance the production of both 
metals must be considered. In 1810, the production of gold 
and silver combined amounted to about $49,000,000 and it 
declined more or less gradually until 1830, when it amounted 
to about $29,000,000. Silver was demonetized in 1873, so 
for the period following the Civil War, only gold production 
need be considered. 

Following the great discoveries of gold in California and 
Australia in 1849, gold production through the late fifties 
averaged about $134,000,000 annually. From then there was 
a steady decline, and it remained at a low level until about 
1890. Meanwhile the industrial arts were taking increasing 
amounts, and the Oriental hoarders continued to exact their 
requirements, so that very little new gold produced within 
the period became available for monetary purposes. 

The Harvard Committee on Economic Research places em- 
phasis upon this situation and their views and conclusions are 
ably expressed in the following quotation from their service: 


A prolonged decline in the production of gold, accompanied by increasing 
use in the arts and large exportation to the East, must increase the value 


of that metal and therefore tend to lower commodity prices. After 1815 | 


and 1865, conditions would have favored declining commodity prices, even 
if there had been no contraction of paper currencies issued during long and 
exhausting wars. In both instances, the return to a specie basis had to be 
accomplished under unfavorable conditions which bear no resemblance 
to those obtaining today. 


After contrasting the gold production of the earlier periods 
with that of today and pointing out the surplus now available 


for monetary purposes, the Harvard Committee concludes: | 


“These considerations lead to the conclusion that inferences 
drawn from the periods following 1815 and 1865 must be ab- 
solutely misleading in so far as the movement of commodity 
prices depends upon the production and consumption of gold.” 

So far as gold stocks for monetary purposes are concerned, 


the annual increment until 1930 will be $150,000,000, which is | 
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the largest the world has ever had except for a few years 
prior to 1915. On this point, the Harvard Committee con- 
cludes in its letter of June 10, 1922: 

“Tf, therefore, the general trend of commodity prices de- 
clines during the present decade, this will be due to the finan- 
cial policies pursued by the leading commercial countries, and 
not to a shortage of gold.” 

After a consideration of the effect of financial policies, par- 
ticularly, “‘(1) Those relating to the resumption of specie 
payment in Europe; (2) The operation of the Federal Reserve 
System in the United States; (3) The adjustment of inter- 
national indebtedness”’; the Harvard Committee further con- 
cludes that “apparently we must accept the present price level 
as substantially that around which the fluctuations of the 
business cycle must play during the coming decade.” 

The following statistical tables were obtained from the 
Gold and Silver Commission of the United States Senate, the 
Federal Reserve Board, the Bureau of Labor, and the Bureau 
of the Mint. 


Total U.S. Total 


| World | holdings of U. 3. U.S. Whole- | Purchas- 
| gold gold coin | Federal | popula- per sale price | ing power 
Year | production and bullion Reserve| tion capila index | of the 
| (000,000 | (000,000 | Ratio |(000,000| gold number | 1913 
omitted) | omitted) | omitted)| holding dollar 
1860. .| $134 88 | 113.6 
1861.. 123 88 | 113.6 
1862.. 123 103 97.1 
1863. 123 130 | 76.9 
1864...) 123 167 | 59-9 
1865 ..| 123 190 52.6 
1866.. 129 | 168 59-5 
1867. .| 129 151 2 
1868.. 129 142 70.4 
1869 .. 129 | 135 74-1 
1870..| 129 | 125 | 80.0 
1871..| 115 | 119 84.0 
1872.. 115 | 122 82.0 
1873..| 96 | $135 | 42 $3.23 121 82.6 
1874..| gr | 147 | 43 3-44 117 85.5 
1875..| 98 | 121 | 44 2.75 112 89.3 
1876..| 104 | 130 | 45 | 2.88 104 96.2 
1877..| 114 | 168 | | 46 3-61 | 97 103.1 
1878... 119 | 213 | 48 4-47 89 112.4 
1879.. 109 246 | 49 5.02 | 85 | 117.6 
1880. .| 106 | 352 | 50 7.01 | 94 | 106.4 
1881..! 103 478 51 9.32 | 93 107.5 


1 | 
| 
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| Total U. S. 
World | holdings of 


U.S. 


gold | gold coin | Federal | popula- 
Year | production and bullion’ Reserve | __ tion 
(000,000 | (000,000 | Ratio | (000,000 | 


| 
| 
} 
| 


1882..| 102 
1883.-.| 95 
1884-. 102 | 
1885 ..| 108 
1886.. 106 
1887..| 106 
1888. .| 110 
1889.. 123 
1890.. 119 
1891.-.| 131 
1892.-. 146 | 
1893-- 157 
1894-- 181 
1895--| 199 
1896.. 202 
1897-- 236 
1898 --| 287 
1899--| 307 
1900-- 255 
261 
1902-- 297 
1903 - -| 328 
347 
1905 ++) 380 
1906. -| 403 
1907-- 413 
1908 -. 443 
1909 -- 454 
455 
IQII-- 462 
466 
1913-- 460 
1914-- 439 
1915+ 469 
1916--| 454 
420 
1918..| 384 
1919--| 366 
1920.-.-| 337 
1921 -.| 330 
1922.-. 319 
1423-- 360 
1924- | 


Total . 14,688 


| omitted) | omitted) 


543 
546 
589 
591 
655 
706 
680 
696 
647 
664 
598 
627 
636 
600 
696 
862 
963 
1,034 
1,125 
1,192 
1,250 
1,328 
1,358 
1,473 
1,466 
1,615 
1,641 
1,635 
1,753 
1,813 
1,867 
1,872 
1,973 
2,451 
3,019 
3,975 
3,112 
2,708 
35295 
39785 
4,050 


* June 30, 1924. 
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| omitted) holding |1913-==100 


36.39 
silvert 


+ 7.12 = $43.51. 
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Whole- | Purchas. 
sale price | ing power 


index | of the 
| mumber | 1913 
dollar 
95 105.3 
93 | 1075 
87 114.9 
82 122.0 
81 123.5 
81 123.5 
83 | 1205 
83 120.5 
81 123.5 
80 125.0 
75 133.3 
77 129.9 
€9 144.9 
70 142.9 
67 149.3 
67 | 149.3 
70 142.9 
75 133.3 
81 123.5 
79 126.5 
84 119.0 
86 116.3 
86 116.3 
86 116.3 
89 112.4 
94 106.4 
go 
| 97 103.1 
99.0 
93 107.5 
99 101.0 
100 100.0 
98 102.0 
101 99.0 
127 78.7 
177 56.5 
194 51.5 
206 48.5 
226 44.2 
147 68.0 
149 67.1 
154 64.9 
147} 63.0 
July, 1924. 


No 2 
| Total 
that 
capt 
| | duct 
| 52 9.65 chat 
| sees 54 | 10.10 
ane A 55 9.93 duc 
56 10.48 that 
57 10.29 
| 59 11.15 dete 
| 60 11.76 I 
63 11.10 whi 
10.10 whe 
66 10.15 
67 8.93 affe 
9.18 hol 
70 9.10 
71 8.40 gol 
| seve | 73 9-55 not 
coe 75 11.56 
76 12.64 Sta 
| 77 13-45 not 
| 79 | 15.07 be 
81 15.45 unt 
| 82 16.22 
| 83 16.31 | 
85 17.40 sy! 
86 17.03 dis 
18.45 si0 
go 18.10 
| 94 18.65 an 
soos | 96 | 18.95 tai 
97 19.17 
100.5 | 99 18.90 pr 
95-3 | IOI 19.59 de 
81.4 102 | 23.92 
63.6 | 104 28.99 th 
50.6 | 106 | 29.05 | th 
44.8 | 108 | 28.92 
45-4 | 106 25.60 
| 70.2 | 108 | 30.48 K 
72.7 | 34-49 
83.7* fees al 
SU 
| ai 
d 
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In the foregoing tables, it will be noted that gold production 
increased rapidly during the twenty year pre-war period and 
that the price index number also increased, as well as the per 
capita gold holding. These three statistical series (gold pro- 
duction, price index and per capita gold holding) appear to 
be in fairly close direct relationship, though the percentage 
change or ratio change varies. In other words, if gold pro- 
duction or per capita gold holding doubles, it does not mean 
that prices will double, although they will increase to an in- 
determinate point. 

It is conceivable, of course, that there may be a limit to 
which this relationship may extend, and it is probable that, 
when gold holdings are low, an added amount of gold will 
affect prices more than the same amount added to large gold 
holdings. The same applies in the reverse direction: When 
gold holdings are large, a moderate withdrawal probably will 
not depress prices materially. Gold holdings in the United 
States have been high since 1917, so additions thereto would 
not be expected to affect prices very materially. If gold should 
be exported, prices probably would not decline appreciably 
until the holdings had been reduced considerably. 

Prices increased at a substantial rate before the war in 
sympathy with the increased gold production; there was much 
discussion and considerable investigation by various commis- 
sions into the rising cost of living. If we can be assured of 
an annual increment of new gold in sufficient volume to main- 
tain prices on the present level, it would seem that a decline in 
prices is unlikely; certainly in so far as commodity prices are 
dependent upon the production and consumption of gold, and 
the nation concerned continues the free exchange of gold, or 
the gold monetary standard. 

The estimates of future gold production of Mr. Joseph 
Kitchin, already referred to, are ample to maintain prices at 
the present level. After deducting gold for the industrial 
arts, the Oriental hoards and other non-monetary purposes, 
there will remain an annual increment for monetary purposes 
substantially in excess of $150,000,000. The Harvard Com- 
mittee is strongly of the opinion that $150,000,000 will be 
ample to prevent a decline of gold prices during the present 
decade, and there is surely no prospective shortage of gold 
before 1930. It is not admitted there will be at that time, but 
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it is hardly pertinent today to project our present forecast be- 
yond that date. 

One should be mindful of the fact that the price problem 
it not peculiar to one country. It is a world problem. The 
price systems in those countries not on a gold standard are 
affected and adjusted to a world value of gold through their 
exchange rates with gold-standard countries. 

The total production of gold since the discovery of America 
has been estimated to be more than $19,000,000,000. The 
total world stock of gold in monetary and bullion form, or asa 
basis for currency, is estimated to be slightly less than $10,- 
000,000,000. The balance has been consumed in the ind- 
dustrial arts, hoarded, made into ornaments in the Orient, and 
lost through shipwrecks and other causes. 

The following table (1915-1923) gives the world produc- 
tion and consumption of gold, the world’s stock of gold money, 
and the per capita holding: 


PropucTioN AND CONSUMPTION OF GOLD 
(IN MILLIONS OF DOLLARS) 


1918. 


I9I5 1916) 1917 1919) 1920) 1921 | 1922) 1923 
World production ........ 469 454 | 420 384 | 366 337 | 330) 319 | 360 
World consumption in in- 
dustrial arts (Europe 
and America) .....-... 8s. go. 80. 85. | 115. | 110. | 60. 7s, 
India (hoarded and lost for 
monetary purposes) -... 8.5. 255) 100. 5, 148.0, 17.5 4-5 133.0 
China (hoarded or with- 
drawn from circulation’.. 8.5: 13. 13. 2. 57-5| 19.5) 5 
Consumed in arts and 
Orient 85. | 128.5, 193. | 87.5) 320.5 108.0; 53.5 203.0 
Available for money.-..-. | 384. 325.5) 227. 296.5, 45.5 229. | 276.5) 116. 
World’s stock of gold 
money | 
eee 8445. 8770. 8999. 9280. 9325. 9580. 19825. 9950 
Per Capitas.+.secees $4.70 $4.87 $4.94 $5.08 $5.06 $5.14 | $5.24 $5.24 


The net gold imports into the United States during the 
period from 1915 through 1923 amount to $2,152,000,000. 
These large imports have occurred without a substantial de- 
crease, as might at first be expected, in the central gold reserves 
of the leading European countries. The imports into the 
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United States have been at a rate greater than world produc- 
tion, and at the same time European central gold reserves 
have registered a net increase. The German reserve has been 
decreased, but this is more than offset by increases in the re- 
serves of other countries. The net increase in the European 
gold reserves indicates that private and other hoards and re- 
serves have been drawn upon. Just how extensive these 
hoards are today it is scarcely possible to determine. The es- 
sential thing to establish is that hoards exist and that they 
should be given consideration, in a discussion of the world’s 
gold stocks in relation to present and future prices. The 
hoarding practice of Oriental nations is well known. Great 
hoards have been established, and they are drawn upon only 
in times of great and unusual need. 

The following table by years of the central gold holdings of 
the leading countries seems to me to support the conclusion of 
the foregoing paragraph: 


CENTRAL GOLD RESERVES OF LEADING COUNTRIES 
(MILLION DOLLARS) 


Date | 
end of United United | France Italy |Germany, Spain | Japan| Nether- 
Year States Kingdom | | lands 
| 
1913-06. 691.5 170.3 678.8 288.1) 278.7 92.6, 65.0; 60.7 
1914-+-. 827.7. 428.3 799.4. 299.7, 498.7 110.8 64.1 83.6 
1312.3 380.3 967.9! 293.2, 582.5 | 167.7 68.2; 172.5 
1916....| 1442.2 402.9 652.8; 255.9 600.4 | 242.0! 113.4) 236.4 
IQ17-+--, 1739.8 422.4 639.6, 238.9, 573.4 | 380.8 230.0) 280.6 
1918....| 2245.7 523-7 663.9' 234.1) 538.9 | 430.0) 225.8) 277.0 


2097.7 583.0 694.8 231.6; 259.4 | 472.1, 349.9} 256.2 
2222.9 763.1 685.5 235.5, 260.1 474.2} 551.8] 255.7 
3021.3 763.3 690.2, 243.6 237.0 | 485.0; 611.2; 243.6 
1922...-| 3909.7 751.4 708.3, 250.1, 239.4 487.3; 605.7; 233.9 
1923....| 4226.4 754.3 709.5 249.0 I11.2 487.9, 602.2) 233.9 


WAGES 
I believe that wages, in New York City and in the United 
States generally, will continue at or above the present level 
for some time, subject to the cyclical fluctuations of general 
business. The several factors that determine the rate of wages 


may be considered briefly : 
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(1) Relative Scarcity of Workers: 


The increases in amount of unskilled and skilled labor are 
not likely to be as rapid as the demand for labor, because 
of the following factors: (a) immigration restriction; (b) 
sharp division of labor; (c) tendency toward trade-union con. 
trol and the increasing requirements in order for workers to 
qualify in or join such unions. The general tendency is to 
restrict the membership of the highly skilled unions, while im- 
migration restriction decreases the number of men available 
for the unskilled unions. 


(2) Lhe Standard of Living: 


This is relatively high in New York City as contrasted with 
other parts of the country or of the world. The standard of 
living of the workers in the metropolitan district is probably 
on a higher plane than ever attained before. Historical prece- 
dents point to an ascending tendency of living standards, 
halted only by a social upheaval, cataclysm or “an act of 
God”. Formerly the standard of wage rates was that amount 
necessary for a worker to support a family of five. Even 
with the present high wages, this is no longer possible, 
as indicated by the great number of female workers in New 
York City. In order to meet the standard of living, all 
available members of a family are obliged to find employment, 
and it is almost inconceivable that wages can be materially 
reduced without serious social and political disturbances, un- 
less and until there is a commensurate reduction in commodity 
prices and the cost of living. 


(3) The Law of Population: 


The application of the Malthusian theory will tend to pre- 
vent a great increase of population. The law of diminishing 
returns permits a smaller number of persons, in a given area, 
to live better than a larger number. The desire for’ goods 
in order to maintain the standard of living will more than 
offset the natural instinct to increase posterity. 


(4) Artificial Wages: 

The general effect of trade unions and labor organizations 
is to maintain wages at a higher rate than would result from 
untrammeled application of the law of supply and demand. 


Furthermore, there is an almost constant demand for higher 
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wages and shorter working hours and generally improved 
working conditions. 


(5) Activity in Building Trades: 


The continuance of increase in activity in residential and 
industrial building is expected as long as business continues 
not far below the present volume of trade. The National 
Association of Building Trades Employers states, through its 
Executive Secretary, that “ material costs are now about ten 
per cent under the average for the past five years”. Many 
persons feel or find that the wage increases just about offset 
the decreases in the costs of materials, and that thereby con- 
struction costs have been maintained at about the same levels 
as in 1922 and 1923. The same authority points out that 
nearly fifty per cent of the building done during the past two 
years has been residental—a situation made possible through 
the prosperity of the wage-earners. High wages have greatly 
increased the purchasing power of workers, and so long as they 
continue, marked activity in the building trades and high 
unit costs of construction may be expected. 


REPARATIONS SETTLEMENT 


The initial effect of the reparations settlement, and the con- 
sequence likely to be continued for two or three years, will be 
to increase prices in the United States. With the rehabilita- 
tion of industry in Germany and Europe generally, there will 
be an increased demand for raw materials, particularly Ameri- 
can cotton and copper. The takings of the two commodities 
are far below the pre-war level. To care for the natural in- 
crease in trend of growth and to make good the impoverish- 
ment of the last ten years should require considerably larger 
takings and these in turn will raise the price here. 

As a result of increased industrial activity in Europe, in- 
creased competition with American manufacturers of pro- 
cessed goods may be expected in both the domestic and world 
markets. In order to meet reparations payments and bond 
service Germany will be obliged to sell huge volumes of manu- 
factured goods abroad and may be expected to become an im- 
portant factor in many world markets, including the United 
States. This may be offset in several ways, one of which may 
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be by an arbitrary increase of tariff through the exercise of 
the flexible provision of our tariff act. 


THE EFFECT OF NEw YorK City TAXES 


The next budget for New York City has been announced 
as about $400,000,000. A rising budget may be reflected in 
rising taxes; certainly not in falling taxes. The assessed val- 
uation of the city’s real estate in 1914 was $7,000,000,000; in 
1924, it is $12,000,000,000. The cost of municipal govern. 
ment is bound sooner or later, to yield to the same factors 
which have forced wages, commodity prices and public utility 
rates upwards. In New York City, increase in the wages and 
salaries of municipal employees was stoutly resisted, but of 
late the increase in the cost of municipal government bids fair 
to eclipse and outrun the increase in wages, prices and rates. 
In turn, the increased cost of government causes increases in 
rents and in the selling price of the products of public utilities 
and private industries. 


THE EFFECT OF THE FEDERAL RESERVE SYSTEM 


The general effect of the Federal Reserve System has been 
to stabilize industry and prices and to maintain prices at about 
the present level. Prices may be increased either moderately 
or considerably without fear of inflation, provided there are 
commensurate increases in industrial protection and in the 
general volume of business and trade. The elasticity given 
to our credit and currency systems by the Federal Reserve 
System permits a considerable increase in the volume of trade, 
without a commensurate increase in prices, due to the fact 
that the volume of credit available for trade purposes, with 
a given gold reserve, is greater under the Federal Reserve 
System than it was before its establishment; this, through the 
rediscount of trade paper and the issuance of Federal Reserve 
notes against this paper. Conversely, a considerable decrease 
in the volume of trade may occur without a commensurate 
decrease in prices because of the ample volume of credit avail- 
able for carrying inventories, although they may be slow- 
moving. 

A number of barometers have been constructed to measure 
the volume of business and trade; some of them are well known 
and generally accepted as satisfactory guides. Most of them 
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indicate that the present volume of trade and physical pro- 
duction are not in excess of our needs; the conclusion to be 
drawn would seem to be that trade and production at a de- 
creased rate could not continue for long without resulting in 
a shortage of goods. 

The reasoning is this: When the volume of trade and phys- 
ical production are maintained at the rate necessary to our 
well-being, the credit facilities of the Federal Reserve System 
are ample to maintain this trade and production at or about 
the present price level. Furthermore, the present volume of 
trade and production, certainly in most lines, is not in excess 
of our present requirements. 

During the periods of the so-called historical parallels, to 
which reference has been made, the United States did not have 
a central banking system; consequently, credit and currency 
were relatively inelastic. When the credit demand increased 
to the point where the available credit and currency could not 
meet it, relief was sought in the free use of fiat money. 

The net effect of the operation of the Federal Reserve 
System under the present Federal Reserve policy will tend to 
aid in the maintenance of the present price level. 


SUMMARY 


After weighing all the factors which maintain or increase 
prices and those that may aid in price reductions (i.e. in- 
creased productivity through labor-saving machinery, more 
efficient and willing labor, more working hours, immigration 
and more extensive and efficient use of natural resources), it 
would seem that the effect of these various factors tending to 
reduce prices, even in favorable combination, can hardly be 
expected for the present or in the near future to outweigh 
the opposing factors, particularly in the construction field 
where skilled labor is essential. 

From a consideration of the gold position, wages, immigra- 
tion policy, the standard of living, industrial activity, tariff 
policy, Federal Reserve Policy and the probable early effects 
of reparations settlement, it would appear that the present 
price level will be sustained substantially for the present de- 
cade, subject to the up and down swings and fluctuations of 
the trade or industrial cycle. If a downward trend of prices 
should occur, it would be due not so probably to a lack of 
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monetary gold, as to governmental financial policies and off- 
setting the economic forces which otherwise would be exerted 
by the remarkably strong gold position. A less restrictive 
immigration policy and a lowered tariff would tend to reduce 
wages and prices." 


1 The statistics set forth in the foregoing article were obtained chiefly 
from: the Gold and Silver Commission, U. S. Senate; the Federal Reserve 
Board; Samuel Montagu & Co., London (Bullion Department) ; Mr. Joseph 
Kitchin, of England; The Economist, London; Mr. W. T. Layton, Editor 
of The Economist; the Department of Commerce; the Harvard Committee 
on Economic Research; the Bureau of the Mint. 
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DISCUSSION: WAGES AND INDEX NUMBERS 
OF PRICES 


JOHN BAUER 
Economic Adviser to the Law Department, City of New York 


the general conclusion of his paper. To those who have 

kept fairly close to the development of prices, wages and 
shifting industrial conditions, it has been clear that the wide- 
spread notion is erroneous that labor has gained greatly in 
the tremendous industrial transitions of the past twenty-five 
years. There is no doubt that labor as a whole has not made 
the advances during these years of price upheaval that have 
been assumed in many circles. Nevertheless, it seems to me 
that in the summary way in which the paper was presented, 
its apparent conclusions may be considerably overdrawn. The 
inference seems to be strong that whatever economic improve- 
ments have taken place during the period, labor has not bene- 
fited but has fallen behind and has been forced to a lower 
standard of living; that it has less real income in enjoyable 
goods and services than during the decade of 1890 to 1900; 
that it has lost not only relatively but absolutely in the stand- 
ard of living as compared with other social classes. Professor 
Douglas probably would not subscribe flatly to the proposi- 
tion just stated, but this is the impression doubtless conveyed 
to most of us who have considered the paper. 

Whether this opinion is created by the paper or whether it 
is actually held by Professor Douglas, it seems to me that it 
ought to be toned down considerably. For this purpose I 
wish to make four general observations, with which Professor 
Douglas will probably agree. He covered such a wide field 
of price and wage statistics, that he was compelled to present 
the facts in a summary fashion, without the desired qualifica- 
tions and reservations. I really do not consider myself in dis- 
agreement with him, but am merely attempting to make the 
modifications which he will doubtless present much more ef- 
fectively in his forthcoming book. 

First, if the comparison of wages and prices is to be taken 
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as an index of relative welfare of labor, whether compared 
with other classes or with its own conditions twenty-five years 
ago, I am wondering whether there is sufficient comparability 
of data for this purpose. We have presented to us the changes 
in price level as shown by the figures of the United States 
Bureau of Labor, compared with changes in wages in various 
industries. Now, I am wondering whether there is really the 
direct comparability of figures to justify any fixed conclusion, 
If we are looking at welfare of labor and the development in 
relation to industrial progress, I doubt whether the compari- 
son measures the relative changes with sufficient margin of 
certainty to warrant the definite conclusion indicated. | 
question whether the elements which enter more directly into 
the workingman’s budget have increased in prices in the same 
proportion as the commodities used in the Labor Bureau 
index of prices. I do not know what the facts are, but there 
may be considerable disparity. At best, index numbers as 
yet furnish only rough measurements, and they must be used 
with hestitation when applied to the problem of Professor 
Douglas’s paper. 

Second, there are many important items which enter into 
workingmen’s life and materially affect their welfare, but 
are not expressed at all in the price figures with which wages 
are compared. By way of illustration, let us consider the 
movies, phonographs, electric lights, telephones, radios and 
the Ford. These are all services which have become a more 
or less dominant part in the workingmen’s life, and yet they 
are not reflected, or only very casually, in the price figures. 
They did not exist in the decade of 1890-1900, and do not 
now appear in the price index. How are they to be treated 
in a comparison which is to measure the change in relative 
well-being? They were not available twenty-five years ago 
at any price, and now are an essential part of every-day life 
included in the workingman’s budget. I do not know how 
much they would modify Professor Douglas’s conclusions, but 
they must be taken into consideration. 

The third point I wish to correlate somewhat with the ex- 
tremely interesting paper by Professor Seligman. Since the 
decade of 1890-1900 there has been an extensive development 
of all kinds of social or collective activities, which have greatly 
affected labor but are not reflected in the comparison before 
[314] 
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us. As pointed out by Professor Seligman, we have here 
the productive aspects of the rapidly growing taxes. While 
the benefits have been widely dispersed, they have probably 
affected labor in a much greater degree than other social 
classes. Consider the striking advances in our public school 
system, the improvements in sanitation and free medical ser- 
vice, the extension of parks and play grounds, free concerts 
and entertainment. These advances are perhaps best reflected 
in the vital statistics of our cities, particularly in the great 
decrease in infant mortality. This development tends to dis- 
prove the prevalent idea that there has been growing negli- 
gence and inefficiency of government. Never in a short 
period have there been such vast collective improvements, in 
which labor has probably been the chief beneficiary. More- 
over, while the cost has been borne out of taxes, the direct 
burden has fallen largely upon business profits and very little 
upon wages. Thus in Professor Douglas’s comparison, a special 
correction should be made, in that the wages have been mostly 
net, available almost in full for the life of the workingman. 
But as to prices of commodities reflected in the index, adjust- 
ments must be made for the taxes before the net returns to the 
business may be determined. This refinement is necessary for 
a study of relative welfare based upon the movement of wages 
and prices. 

Fourth, we have to consider the growing indirect wages re- 
ceived by labor during the period of comparison and paid for 
more or less directly by industry. I have in mind the de- 
velopment in safety devices, workingmen’s compensation, pen- 
sions and insurance. These improvements have greatly nar- 
rowed and reduced the risks and hazards of labor, and have 
eliminated the worries of accident, sickness and other disability. 
The cost of these changes has been borne for the most part by 
industry directly, while the gains have gone almost altogether 
to labor. Again, in a proper comparison of relative well- 
being, adjustment must be made in the prices to take account 
of this cost which has reduced the net profits available for the 
owners and the management of business. 

Let me state again, that these are mere ideas or suggestions 
which should be considered in connection with Professor 
Douglas’s interesting comparisons. I have every respect for 
modern statistical devices and believe that Professor Douglas 
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has rendered a great service with his extensive study. But 
I do believe that the results must be accepted within the 
natural limitation of the statistical material. They must be 
regarded in the light of our general knowledge, and our con. 
clusions must be tempered aceordingly. 

We have considered throughout only the material or ob- 
jective aspects of relative welfare: the relative goods or ser. 
vices quantitatively available as labor income. The problem, 
however, involves also psychological or subjective factors: the 
growing multiplicity and intensity of wants. From the mere 
objective standpoint, labor has probably fared better during 
the period than Professor Douglas’s paper seems to imply, but 
not as well as is commonly assumed. On the subjective side, 
however, the growing wants and aspirations have undoubtedly 
outstripped the growth of objective income and have produced 
greater discontent and therefore less satisfaction from the 
physical improvements which, I believe, have taken place. 
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DISCUSSION : THE RELATION BETWEEN PRICES 
AND WAGES 


ALTEN S. MILLER 


Vice-President and General Manager, The Bartlett Hayward Company, 
Baltimore, Md. 


than in studying statistics, I would not be in a 

position to question any specific statement that might 
be made by the authors of the preceding papers, although I 
may or may not be in agreement with their conclusions. While 
I may not have at my fingers’ ends all of the statistics which 
have been used in the papers presented, I nevertheless have 
the responsibility of foreseeing labor and market conditions. 
If my forecasts are correct, I am able to continue in business, 
but if they are wrong, I shall quickly become bankrupt. In 
discussing the possibility of reducing prices of commodities 
without reducing wages, I shall confine myself to specific 
features and not go into generalizations, that is, I shall try to 
determine where the reduction will come from, if prices can be 
reduced. 

The selling price of general commodities is made up of the 
cost of raw material, labor, incidental supplies, transportation, 
taxes and return on capital. In the case of the farmer the 
raw material takes the form of seed and fertilizer, while the 
supplies would be gasoline, lubricating oil, feed for horses, 
sacks etc. In the case of an ordinary manufacturing plant, 
the raw materials consist of such material as is a component 
part of the finished product, while the incidental supplies make 
up the material necessary to keep the plant in operation. 

As the raw material on the farm is a commodity from a pre- 
vious season, and as the raw materials of manufacture are pro- 
ducts of mines, agriculture or of manufacture from other 
plants, their cost cannot be reduced, unless finished products are 
reduced, so that in the beginning we will assume that the cost 
of the raw materials is fixed, unless a way is found to reduce 
the cost of general commodities. 

The next question that arises is whether labor can increase 
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its production. At the present time, with a few unimportant 
exceptions, labor is giving a full return for the wage paid, 
Without the help of additional facilities it is not to be expected 
that the production of labor will increase. For many years 
efforts have been made to increase production by perfecting 
labor-saving machinery. Since 1840 wages have increased 
seven times and the price of commodities has increased eighty 
per cent. This would indicate that labor is producing prac. 
tically four times as much as it was producing in 1840. This 
period witnessed a greater development in facilities for pro- 
duction and transportation than had been made from the 
beginning of time up to 1840. Generally, this development 
included agricultural, mining and a vast quantity of manufac- 
turing machinery, the railroad systems of the world, most of 
the steam development and all of the electric and large 
hydraulic development, and the long-distance transmission 
of power, telegraph, telephones, automobiles, tractors, steel 
manufacture, and in fact almost all the present facilities for 
production, transportation, personal hygiene and comfort. 

As long as there is an incentive in the shape of a financial 
reward, development may be counted on to continue and 
possibly to reduce greatly the cost of certain articles, but on 
the other hand the reduction of general prices will be slow. 
The most remarkable illustration of the reduction in cost due 
to organization and quantity production, is in the case of auto- 
mobiles. Wages of the average worker of today will pur- 
chase an automobile in half the time that it would have taken 
to purchase a car ten years ago, and the car of ten years ago 
was not nearly as good or as dependable as the car of today. 

Transportation is largely made up of labor. The cost of 
transportation includes a considerable amount of manufactured 
material which may be classed with other commodities, and 
there is little likelihood of the possibility of reducing trans- 
portation cost. The earnings of capital invested in railways, 
public service properties, farms, manufacturing plants and 
other industrial enterprises, are generally not sufficient to 
attract new capital, except on preferred security. Large 
parts of the new capital issues at the present time are in the 
form of bonds and preferred stocks, and, even where common 
stocks are issued, it will be generally found that the companies 
have large surpluses so that the securities are much below the 
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value of the properties. In general it is not possible for 
capital to sacrifice any material part of its present earnings in 
order to reduce prices, and there seems to be no promise of a 
reduction in prices arising from that source. 

To the extent to which taxes may be reduced, it is possible 
that commodity prices may be reduced, but the outlook for 
tax reduction is hardly bright enough to make us hope for a 
a reduction in the cost of living, due to tax reduction. 

In general it may be said that as methods and materials are 
improved, the production per worker will increase, but this 
process will be slow. If the wage-earner does not demand a 
large part of the increased production, and if gold does not 
cheapen, prices will tend to fall very slowly. On the other 
hand, experience shows that labor is able to secure a large 
part of the savings due to increased production, and the same 
class of improvements which increase the production of other 
commodities also increase gold production, and in the natural 
course of events prices, as measured in gold, will tend to rise 
rather than fall. 
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DISCUSSION: THE REDISCOUNT RATES OF THE 
FEDERAL RESERVE SYSTEM 


M. J. MURPHY 
Vice-President, The Federation Bank of New York 


should like to comment on the paper presented by Dr, 

Willis on the present relation of credit and prices. Dr, 

Willis has pointed out that while gold and credit have 
rapidly increased in volume, prices have remained stationary 
or have fallen. His conclusion seems obvious that this dis. 
proportion between the factors that make for credit inflation 
and the present price level, is due to voluntary restraint ex- 
ercised by bankers and business men who remember vividly 
the experience of four years ago, rather than to any limita- 
tion placed on credit expansion by the banking machinery 
created by the government. 

It seems to me that inflation has been encouraged by the 
government agencies rather than frowned on. I am one of 
those who believe that the rediscount rates of the Federal Re- 
serve Banks are too low. I have never heard a satisfactory 
explanation for the reduction of the rediscount rate a few 
months ago from 3% to 3 per cent. It came at a time when 
all classes of short-time credit were commanding low rates of 
interest, and this reduction had a tendency to make acute and 
demoralize an already cheap money market. It is my under- 
standing that it was the purpose of the Federal Reserve Act 
to stabilize money rates rather than to encourage extremes 
either high or low. 

The Federal Reserve System has never exercised the scienti- 
fic control over money rates that was, in my opinion, contem- 
plated in the Act. This has been justified or excused on the 
ground that rates must be adjusted to the needs of the Treas- 
ury Department. Perhaps that position was fully justified 
until after the signing of the Armistice and the flotation of the 
Victory Loan. It appears to me that the time has now arrived 
for the Federal Reserve System to exercise the power vested 
in it to put our rate system on a scientific basis without regard 
to political consideration or public clamor. 
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It is true the system has been made the target for much un- 
just criticism. It is true that individuals have been maligned 
and in some cases driven from office to satisfy public indigna- 
tion that followed the checking of speculation in 1920 and 
1921. This was but a natural consequence because it is human 
nature that when a large percentage of our citizens suffer dis- 
appointment and loss someone must be made the “ goat” and 
take the blame. They forget that the Federal Reserve System 
was not responsible for the rise in prices which came as a 
natural consequence of the war and was world-wide in its 
scope. They likewise forget that it was not responsible for 
the fall in prices which inevitably came as an aftermath of the 
war. 

It is difficult to justify the rediscount rate of 414 to 4% per 
cent in 1919, while the prevailing rates for money were from 
six to eight per cent. That rate is explained on the ground 
that the Secretary of the Treasury required low rediscount 
rates in order that the short-time financing of the government 
might be done at low rates of interest. The Victory Loan was 
floated in May 1919 at 4% per cent on the “ borrow and buy” 
slogan. Rediscount rates were kept low at the request of the 
Treasury Department and the loan was rated a “success”. 
That policy was of doubtful value to the country as a whole. 
The Reserve System was used to float a loan at less than the 
market rate for money, but at the same time the low rate of 
rediscount encouraged that wild orgy of speculation and credit 
inflation that went on for more than a year after the signing 
of the Armistice. Had we applied scientific credit control, in 
the early part of 1919, we might have saved much of the dis- 
aster that culminated in 1920 and 1921. 

Any excuse that might have been given for using the Re- 
serve System for Treasury advantage no longer exists. To 
use it for class advantage or political expendiency spells the 
downfall of the system. The first ten years of the system’s 
experience cannot be safely used as an index guide for its 
future operations. The time has arrived when the system, in 
control of the nation’s gold reserve and currency-issuing 
power, should be administered in the interest of the nation and 
to unify and stabilize our banking system. The fundamental 
principles of the system are in my opinion sound, and if it is 
ably administered in the public interest our banking future 
is secure. 
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PART III 


THE EUROPEAN RECOVERY, THE DAWES 
PLAN, THE INTER-ALLIED DEBTS, 
AND THEIR RELATIONSHIP TO 
AMERICAN PRICE LEVELS 
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THE DAWES PLAN AND EUROPEAN PEACE 


THOMAS W. LAMONT 
J. P. Morgan & Co., New York City 


The Turning of the Tide 


AS the tide turned? Is the European world moving 
H at last towards stability and peace? Now that the 
Dawes Plan has been set under way and the German 

loan made, can the European statesmen at last breathe more 
freely and declare that their skies are clearing? Their own 
answer to this question would be “ Yes”. I note, for instance, 
that the British Ambassador, Sir Esmé Howard, in a speech 
in New York on October 22, 1924, said that although the 
Dawes Plan had actually been in operation only a few days 
yet there was “more hope, more good will, aye and more 
charity abroad in Europe today than there has been for ten 
years at least, if not almost from time immemorial.” In Pre- 
mier Baldwin’s Guildhall speech, made on November Io, 1924, 
he talked confidently of the new outlook as promised through 
the functioning of the Dawes Plan, and he spoke most warmly 
of America’s participation in it, saying that his Government 
could not “but express its appreciation and gratitude for the 
leading part America played in the negotiations which cul- 
minated in the London protocol”. Certainly in the working 
out of the Dawes Plan the members of the Academy must give 
due credit, not only to the able Americans of the First Com- 
mittee of Experts (whose work was of the greatest value) but 
to the administration at Washington; President Coolidge and 
Secretary Hughes having seized every opportunity to encour- 
age and urge the plan and having from the start given it 
wholeheartedly their powerful support. On the other hand 
we were apt to give too little credit to the foreign members of 
the Dawes Committee, so-called. In a committee made up 
of fifteen we must not forget the exceptionally effective work 
of the twelve able members who represented Allied countries. 


The Journey Back into Light 


For Europe the journey from unsettlement and at times al- 
most despair has been long and weary. The road has been 
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uphill all the way. Under the Treaty of Versailles new states 
were set up, new nationalities carved out. Attempt was made 
in one document to right all the ethnological maladjustments 
made in Europe for a century before. But in its economic 
provisions the Treaty proved to be unworkable; not simply be- 
cause of the faulty basis of economic settlement in itself—the 
setting up of new and clumsy tariff barriers, the imposition of 
indefinite reparations burdens—but more especially because it 
had proved impossible for a continent, torn by war and half 
maddened by suffering and death, to undertake the calm and 
dispassionate discussions necessary to economic accommoda- 
tion and adjustment. We recall well the series of apparently 
fruitless conferences summoned in the vain endeavor to settle 
the question of reparations. Premiers rose and fell. And 
no one seemed great enough to bring serenity and agreement. 

Yet during all these unsettled five years there were agencies 
at work. The greatest has been the day-by-day endeavor of 
the common man. Inconspicuous and unnoticed amid the 
thunderings of high policy he has been steadily at work. The 
agriculturists of France and of Italy, the artisans of Belgium 
and of Bohemia, the industrialists of England: they have 
been steadily at their task to rebuild the shaken structure of 
European society. 


First Step in Reconstruction 


And then suddenly eighteen months ago sun broke through 
the clouds. The reconstruction of Austria was undertaken 
and carried through on sound lines. This particular job was 
the work of the Finance Section of the League of Nations. 
Austria was in the depths, credit and confidence both gone; 
despair sitting in the seats of the mighty. The scheme of 
Austrian reconstruction was based upon an international loan 
in which America actively participated. It was successful and 
great advance has since been made. Austria has had, to be 
sure, her problems of readjustment to face. The economic 
life of a people, deranged by currency debauch, cannot recover 
in a day. But that recovery is in progress there can be no 
doubt. Take for instance that index of progress, the savings 
banks deposits. From the start of the reconstruction scheme 
in Austria up to July 31, 1924, these deposits had increased 
seventy-fold. And during this period there had been (and 
still is) no inflation of the currency. 
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The Austrian success was the forerunner of other favorable 
developments: one of them being the plan for the reconstruc- 
tion of Hungary, also devised by the Finance Section of the 
League. It is too soon to speak of the success of the Hungarian 
plan, but it may be mentioned that the financial recovery of 
the country since June has been remarkable. Revenues from 
taxes assigned for the service of the reconstruction loan, issued 
in June last, totaled 35,000,000 gold crowns in the first three 
months of the scheme’s operation, a sum which more than 
covers the service requirements of the loan for the whole year. 


Reparations Always a Stumbling Block 


Yet, with these favorable developments beginning to work 
out, there had been up to the time of the Allied Conference at 
London last summer an obstacle completely blocking the way 
to progress. That was the question of reparation payments 
by Germany. An integral part of that question was the 
French and Belgian occupation of the Ruhr. As to the 
precise results, financially speaking, of the Ruhr occupation, 
complete information is not yet available. In the course 
of the debate in the French senate last summer M. Poin- 
caré was reported as stating that the net sum which France had 
received as a result of the Ruhr occupation exceeded $75,000,- 
000. Léon Blum, frequently described as the ablest French 
analyst of the Ruhr occupation, declared that the sum was 
little in excess of $50,000,000. But the important point is 
that from this figure of net receipts there had to be deducted 
the costs of the French Armies of Occupation in the Rhine- 
land as distinguished from the Ruhr; such costs in the period 
under discussion totalling just about $50,000,000. To sum 
up, it may, therefore, be fair to say that Mr. Poincaré’s critics 
believe that in so far as France is concerned the occupation of 
the Ruhr paid for itself and for the maintenance of the French 
Armies of Occupation in the Rhineland; nothing more and 
nothing less. 

It was early in 1923 that France and Belgium undertook 
in effect, by force, through occupation of the Ruhr, to obtain 
reparations payments from Germany on a large scale. What- 
ever may have been the moral effect of this course upon Ger- 
many, so far as collecting the debt itself force measures could 
be of little use. In the case of an international debt that is 
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always true. And it was the realization of that fact by all 
concerned that went far towards bringing about the accords 
of the London Conference. The Allied Governments per- 
ceived that, justly or unjustly, they could not by force compel 
the German people to pay for war damage on a scale deemed 
by the Germans as impossible of fulfillment. Therefore some 
other method had to be adopted— in this instance the Dawes 
Plan. 


Not Relying Upon Force 


On the same principle American and British bankers, when 
asked their opinion respecting the issue of a German govern- 
ment loan, took ground against any arrangement that might 
oblige the investor in a German government bond to rely for 
his security upon measures of force. It was felt that any 
occasion for Allied intervention should by every means be 
avoided ; and that the matter which was of the most immediate 
and continuing importance to the investor in a German bond 
was not what measures of foreclosure should be adopted in 
the remote event of wilful default (though the security of the 
bondholders even in that contingency was provided for) ; but 
rather what sound measures could be devised which would at 
all times provide ample revenues for the interest and sinking 
fund requirements, and that would also command the hearty 
cooperation of the German people in the fulfillment of their 
obligations. The Allied Governments themselves realized 
fully that inasmuch as the carrying out of the Dawes Plan 
depended upon the successful issue of a German loan, there- 
fore the conditions affecting and underlying such a loan must 
be made such as to appeal to the investment markets of the 
world. They recognized that their hope of collecting large 
reparations from Germany depended upon similar conditions. 
And it would appear that in the agreements finally reached at 
London, putting the Dawes Plan into effect, the Allied Gov- 
ernments did their best to reach a political accord that would 
mean a Germany tranquillized and endeavoring in good will 
to meet its obligations. 


Arbitration Methods Adopted 


One principle embodied in the London agreements that 
perhaps has not been sufficiently emphasized is that of arbitra- 
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tion. For when the governments’ experts set about turning 
the Dawes Plan into a working scheme they found many points 
that in operation might require interpretation and construc- 
tion. The French view might be different from the British; 
the German, different from either. So in order to avoid future 
deadlocks a series of arbitral bodies was provided for in the 
London agreements ; such bodies to be constituted usually with 
an American as presiding judge, and to function if necessary 
from the very start. For example in case the Germans de- 
clared that the schedule of reparation payments in kind laid 
out by the Reparation Commission was too heavy or ill-bal- 
anced, then the Germans would have a right of immediate 
appeal to an independent arbitral body whose decision in the 
matter should be final. The adoption then on a large scale 
of this principle of arbitration, as among the Allies and as be- 
tween the Allies and Germany, marked a great advance in 
inter-Allied dealings. So far as my own limited observation 
went, I felt that the general spirit of accommodation prevail- 
ing at the London Conference was admirable, and that the 
Allied premiers were quite warranted in their feeling that 
great gain had been brought about. 


Essentials of Dawes Plan 


With the essentials of the Dawes Plan you are all familiar 
—the foundation of a new bank of issue, with proper gold re- 
serve, to have generally the sole right to issue paper currency ; 
the control of governmental expenditure within the amount of 
actual revenue ; the operation of the state railways along sound 
economic lines ; and finally separation of the reparations prob- 
lem into two parts: first the collection of revenue in German 
marks and second, confining the transfers of funds so collected 
to such sums as in the judgment of a Committee of Control, 
called the Transfer Committee, can be transferred out of 
Germany without bringing about a renewed currency break- 
down. There have been many criticisms of the Dawes Plan. 
For instance John Maynard Keynes expresses grave doubt 
as to whether in the long run Germany will be able to pay the 
gold marks 2,500,000,000 ($625,000,000) per annum after 
1929 estimated as within its capacity by the authors of the 
Dawes Plan. Keynes and certain other critics declare too 
that the system of foreign control set up over banking, trans- 
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port and fiscal measures is contrary to nature and will not 
work. Yet even Keynes declares himself in favor of the 
Dawes Plan and states his belief that the controls set up under 
it were not contrived in a spirit of oppression. In other words 
there has been a general consensus that the all-essential first 
step in the solution of the reparations problem was for the 
Allies to reach an accord. And this under the Dawes Plan 
they were able to do. The psychology of the situation was 
most important. The plan had been hailed by many as the 
salvation of the European world. Therefore it was thought 
that rejection of it would conceivably have meant chaos and 
despair. That was the reason that the success of the Confer- 
ence at London, summoned in order to reach an accord as to 
the method of adopting the plan, was vital. That is why 
praise should be given to all the Allied premiers who worked 
there in a sincere effort to adjust their differences. And 
whether the members of this Academy have or have not 
favored the Labor Governments of Great Britain and France, 
they should not forget that it was under these Governments, 
working together in a sympathetic spirit as to their political 
ideals, that the final accord was reached. However it may 
develop in the long future, the Dawes Plan must always be 
regarded as the first bridge built firm enough for all the Allies 
to march across, shoulder to shoulder. 


Interest in the German Loan 


Naturally perhaps the greatest public interest has been 
manifested in that feature of the Dawes Plan which called for 
the loan of 800,000,000 gold marks net to Germany. The loan 
had to be made safe beyond reasonable doubt. That was done. 
Next in rank but completely subordinated to the loan, come 
the treaty claims (including reparations) of the Allied Gov- 
ernments upon Germany; the design of the whole plan being, 
through the operation of the loan and through the economic 
rehabilitation of Germany, to enable Germany hereafter to pay 
reparations on a larger and more rapid scale than heretofore. 
Of course the theory has been that (with the international loan 
a success) the operation of the plan would open the doors that 
have heretofore been closed and would enable German busi- 
ness to obtain foreign credit or working capital. 

[330] 


g 

SE 
fe 

0 
m 

th 
we 
no 
} th 
W 
tiv 
the 
de 
ers 
| me 
| Ne 
| co 

| in 
No 
| isst 
| pos 
Fo: 
cou 

Ge 

no 

Ge 

of 

Ge 


No. 2] THE DAWES PLAN AND EUROPEAN PEACE 183 


Government Management of Industry 


It has been more than once suggested that the Dawes Plan 
furnishes the greatest example the world has ever seen of 
government management upon a large scale. A nation of 
sixty million people has agreed to accept, at any rate for a 
series of years, with respect to a large part of its economic 
activities, supervision by a group of trustees or committees, 
made up at that largely of foreigners. It would not be at all 
fair to describe this control as in itself necessarily onerous 
or burdensome. It is, as Mr. Keynes has indicated, designed 
so as to rest as lightly as possible upon the regular machinery 
of German industrial and commercial life. Yet there it is. 
This feature of the plan is worth the careful study of the 
members of this Academy for years to come. 


Plans for Placing the Loan 


I have been asked to say a word as to the negotiations for 
the German loan. The public is already aware that these 
were conducted in a spirit of thorough harmony. There was 
no haggling over terms. They had to be such as to command 
the confidence and interest of the world-investment public. 
When those terms were explained to the German representa- 
tives they at once accepted the chief principles involved in 
them; not because they were forced to do so, but because they 
declared them to be fair and helpful to Germany. 

It had been set forth as long ago as June, 1922, by the Bank- 
ers Committee at Paris, of which Mr. J. P. Morgan was a 
member, that a German loan could be successfully issued in 
New York and London only if at the same time the leading 
continental centres all showed their good faith and confidence 
in the new order of things by issuing portions of the loan. 
Now it was not easy for some of these continental markets to 
issue this German loan; partly because of the difficult exchange 
position of some of them and partly for sentimental reasons. 
For example the French peasant in the devastated regions 
could not quite understand why France should lend money to 
Germany. But the answer was incontrovertible: there was 
no reason why the average American investor should lend to 
Germany unless France, which was to be the chief beneficiary 
of reparations payments, should have sufficient confidence in 
Germany’s future to do likewise. And so the four Allied 
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(British, French, Italian and Belgian) and the leading ney. 
tral (Swiss, Dutch, Swedish) markets of Europe undertook 
their shares of the loan in an excellent attitude of give-and. 
take. If there lingered the spirit of antagonism that some 
of our American critics at times attribute to the European 
nations, their representatives gathered at London to negotiate 
and sign the German loan contract failed to show a trace of it, 
It was generally realized that, after all, the working out of the 
Dawes Plan and the payment of the large sums for reparation 
called for by it depend upon the good will and enlightened 
self-interest of all concerned, including very particularly the 
German people themselves. 


The Effort for Peace 


So at last one corner has been turned. Economically 
Europe seems to be headed in the right direction. And with 
pressure in that respect somewhat relieved, the statesmen of 
Europe now seem determined to improve their plans for more 
continuous intercourse and understanding—machinery that in 
their particular cases they believe will lessen the danger of 
war. That was the meaning of that great assemblage at 
Geneva last September when the premiers of almost all the 
leading states of the old world gathered together to gain from 
intimate discussion new inspiration and incentive to travel the 
paths of fair policy and of peace. To any American present 
there, whether or not in sympathy with the organization cen- 
tred at Geneva, the attitude of those prime ministers was a 
commanding spectacle. It made one realize that, important 
as is the material or economic rebuilding of Europe to-day, 
there is an even greater and higher task than that. It made 
one ask oneself the question: In what way can the generous 
and helpful-minded people of America cooperate with the 
rest of the world in the effort to prevent war? 

With all that Americans have already done, with the lavish 
bounty which they have bestowed for the succor of the needy 
in every quarter of the globe, how can America gain an even 
clearer vision of the world’s needs and how can she contribute 
to them? That is a question not simply for prime ministers 
and presidents. It is a problem for you and for me, for every 
person in this country to-day. And when the people of every 
estate make this problem their own, and let it fill their minds 
and hearts, then indeed will be the dawning of a new day! 
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EUROPEAN RECOVERY, CURRENCY, AND EX- 
CHANGE IN RELATION TO PRICES 


WALTER T. LAYTON 
Editor, The Economist, London 


long ago) who doubt the will of America to assist in the 

process of European reconstruction, their fears ought 
to have been set at rest by the remarkable event which re- 
cently occurred in this country. I refer to the subscription 
tothe German loan. I had the advantage of seeing that flota- 
tion from San Francisco and it was a very striking thing to 
have evidence, as I had in a San Francisco bond broker’s 
office, that that subscription was coming from the people of 
America. There are other ways of disposing of loans, 
whether in England or America; for example they may be 
taken up and held by finance houses under pressure from the 
issuers. But there is ample evidence that the loan was taken 
willingly by the genuine investors of the country. The inci- 
dent proves that America has the resources and the will to 
use them for the purposes of assisting reconstruction in Europe, 
if she is shown by her responsible leaders how she can help 
and is satisfied that the plans put forward are sound ones. 

This confidence can best be developed if Americans under- 
stand the position of affairs in Europe and the attitude of Great 
Britain and other countries of Europe towards them. It is 
for this reason that I propose to give you a British view of 
the problem of European reconstruction. 

The first point I wish to emphasize is the supreme import- 
ance of stability of the exchanges. Unsound currency or 
rapidly depreciating currency can and does tend to undermine 
the economic life of a country. The figures of the exchanges 
of some of the countries of Europe have been called astrono- 
mical and correctly so. The English shilling used to be equal 
toone mark. The shilling to-day is equal to a million million 
marks. If you took one million million marks and put them 
end to end, they would reach to the sun and part of the way 
back again. Such figures make chaos of the monetary system. 
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XI 


During five months—June to October, 1923—the depreciation 
of the German mark was so rapid that the whole currency had 
constantly to be replaced. For example, the currency in use 
on August I, 1923, was useless by the end of that month 
except as small change and the Government had the impossible 
task of replacing the whole circulating medium once in every 
few weeks. Meanwhile, prices were ludicrously unstable~ 
though it was anything but a joke to those who did not happen 
to have good money in their pockets. I happened to be in 
Berlin in the first week of July, 1923, and as I drove from the 
station to my hotel, I noticed the legend on the cab: “ Multiply 
the figure on the taximeter by two thousand.” The next morn- 
ing, when I drove to the British Embassy, there was a new 
legend which read, “ Multiply the figure by three thousand.” 
On Wednesday, it was five thousand and at the end of the 
following week, twenty thousand. 

Changes that are occurring with such rapidity make econ- 
omic life impossible. Those who think that Germany is 
quickly going to be a serious commercial competitor either 
with the United States or with Great Britain, have failed to 
grasp the immense damage that was done to the whole of 
German economic life during that period of depreciation. 

Among its most serious consequences was the fact that it 
undermined the morale of Germany. It is easy to see how 
this happened. A man at the beginning of the week bargains 
with his employer for wages, but before he is able to spend 
that wage it is depreciated; it buys less than he expected; he 
thinks that he has been cheated; he thinks the system has 
cheated him, if he doesn’t actually think that his employer has 
done so. The result is he begins to lose all respect for the 
rights of private property, with result that in Austria, in 
Germany, in Russia and in other countries which have ex- 
perienced depreciation of that kind, it has been accompanied 
by a great orgy of stealing. I was shown shops in Berlin in 
which the best selling commodity at that time consisted of anti- 
burglar contrivances, patent locks and bolts which were being 
bought rapidly, not by the well-to-do, but by the worker, to 
protect his flat against his neighbor, or to protect his larder, if 
he were fortunate enough to have food for himself and his 
family. The Bolshevists were perfectly right when they said 
in 1918 that they could smash capitalism by debauching the 
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currency. They proved their point. The only thing they 
have not shown is their ability to replace that society which 
they destroyed in Russia by something tolerable which could 
take its place. 

My second point is that the process of depreciation which 
we have been seeing in country after country in Europe has 
the most serious repercussion upon other countries. We in 
England have felt it enormously. I will only give one illus- 
tration from events in the fall of 1921. In September of 
that year, Germany was called upon to pay one billion gold 
marks of reparation in cash. The effect of that payment was 
to start an abrupt depreciation. The mark fell from be- 
tween two and three hundred to the pound to twelve hundred 
to the pound sterling. The result was that people who had 
something to sell in Germany could for the moment quote 
very low prices in pounds or dollars. The price of pig iron 
at that time was about one hundred and forty shillings per 
ton in Great Britain. As soon as this depreciation occurred, 
quotations began to come over to Great Britain of about thirty 
shillings at works in Germany. The buyer of pig iron said, 
“IT will stop and see what is going to happen,” and he 
stepped out of the market. Trade was paralyzed. Produc- 
tion was reduced, and output lost that could never be re- 
gained—not because Germany had flooded the market with 
pig iron, for hardly any goods in fact came out of Germany ; 
but the uncertainty of prices paralyzed the British market and 
stopped production as effectively as though the goods had 
come. The depreciation of exchange, therefore, is disturbing 
to other countries and keeps the level of world trade below 
normal. Hence, for the sake not merely of nations directly 
concerned, but also of all those connected by trade relations 
with them, I would emphasize that the greatest necessity com- 
mon to the whole of Europe is to attain stability in its monetary 
systems. 

Let me add here a word of warning. There is perhaps a 
disposition to think I am writing of what has happened in the 
past and that all this is now over. But I would remind the 
reader that until quite recently the situation has been getting 
worse. In 1923, record low levels in all the exchanges were . 
reached by Germany and Russia as every one knows; but low 
records were also put up by Poland, France, Belgium, Den- 
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mark, Spain, Portugal, Hungary, Roumania, Jugoslavia, Bul- 
garia, and leaving Europe—Argentina, Brazil, Uruguay— 
in every one of those countries, from the exchange point of 
view, conditions were worse in 1923 than they had been since 
the war. 

Let me, parenthetically, call your attention to the fact that 
there is one European country missing from that list—namely, 
Austria. By 1923, the Austrian depreciation had already 
been checked by the scheme of the League of Nations. That 
experience had been the first sign, the first ray of hope that 
this process of deterioration which had been going on since 
the war could by appropriate measures be stopped. 

That is the record of 1923. Let me add that 1924 has seen 
a new low record in two currencies which are significant— 
those of Belgium and France. We are not clear of the wood 
yet, and the problem remains the central problem of European 
reconstruction. 

This necessity for stability is the most potent influence in 
swinging British opinion in support of the Dawes Plan, for 
that plan holds out substantial hope, that this era of depreciat- 
ing exchanges may be brought to an end. If that is done, the 
next effect will probably be that the level of world commerce 
which has been so far below par will begin to rise; and that 
from our British point of view, is the most essential point of 
all. The trouble with us for the last four years has been the 
low level of ocean-borne commerce as a whole. It is very 
difficult to get accurate statistics, but I think they would show 
that to-day Great Britain has as large if not a larger proportion 
of the total overseas’ commerce of the world in comparison with 
1913. It is quite certain that we hold a larger proportion of 
the world’s shipping. Of the shipping going through the Suez 
Canal, our share has risen from 58 per cent of the total before 
the war to 62 per cent in 1922 and 64 per cent in 1923. Weare 
holding our proportion of the world’s total commerce, but the 
total is too small and until we get exchange stability, and a 
sound basis for doing business between Europe and the rest 
of the world, we cannot hope that the total will rise. This is 
the main reason why business opinion is overwhelmingly favor- 
able to the plan. I do not mean to infer the Dawes Plan will 
necessarily produce the annuities written down in it. That 
I do not consider as essential for the success of the plan, for 
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you will remember that the plan provides that if the payment 
of reparations menaces the exchange, the payment of repara- 
tions must be slowed up. But whether it produces those an- 
nuities or not, the Dawes Plan is already an assured success, 
for it is lifting the reparations question out of politics. That 
is its greatest service. I profoundly believe the issue will not 
get back into politics precisely because America is interested 
in it. 

I have said that our most essential reform is to get exchange 
stability in Europe. The arguments such as I have put for- 
ward for stability have led to another controversy, namely, 
whether the stability will best be secured by Great Britain 
and the other nations of Europe going back to the gold stand- 
ard or whether it would be better to adopt some arbitrary form 
of monetary regulation. The second alternative has had very 
able support in Great Britain and America, notably from Pro- 
fessor Fisher and Mr. J. M. Keynes. They have argued with 
some force that even before the war, the gold standard did not 
produce real stability in price level and they suggest that it is 
possible to get some alternative method which will produce a 
steady level of prices. I think those arguments are familiar to 
most of the audience and I am not going to develop them. But 
so far as my country is concerned, I think I may say without 
fear of being contradicted that those arguments have been de- 
finitely rejected as not affording a solution for present difficul- 
ties. I will briefly indicate some of the reasons. 

In the first place, I am not sure that it has been shown that 
a perfectly steady level of prices is the economic ideal. Per- 
iods of rising prices are periods of expanding trade. Periods 
of falling prices are periods of economy when waste and ex- 
travagance have to be put out and deadwood destroyed. The 
ups and downs, provided they are not too violent, represent 
what Sir William Beveridge has called the puise of the nation 
and if we really knew how to eliminate them altogether, we 
might find that instead of life and vigor we had attained 
stagnation. 

Further, even looking at the matter from a long point of 
view, I am not quite certain that a steady level is the ideal. 
On that I recall a suggestion of the late Professor Marshall 
which offers an even better test. He said that an ideal cur- 
rency would over long periods of time so reduce the level of 
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prices that people with fixed incomes would steadily secure 
their share of man’s increasing control over nature. A steady 
downward drift, not too violent of course, but steadily down- 
ward, would from this standpoint be the best possible ideal, 
The first point then is that even in theory we are not quite sure 
what we want to happen to prices. 

My second difficulty is that the advocates of a controlled 
currency have not yet been able to tell us what criteria to use; 
whose index number and at what point of the index number 
control is to come into effect. For example, take the case of 
Great Britain with prices steadily rising and trade improving. 
The essence of the control theory of currency is that you stop 
prices rising before they go too far in order that the swing- 
back should not be too violent. But when are you going to 
stop that upward movement? We have to-day ten per cent of 
British workpeople unemployed. Prices rise, trade expands, 
the percentage drops to eight, to seven, to six: everybody is 
prosperous; trade is developing. When are you going to 
stop? Are you going to stop at four per cent because his- 
tory tells you that four per cent was the average unemployment 
of the last ten years? I do not think the four per cent of un- 
employed people are going to be satisfied with that theory or 
that people who have come to the point at which after long 
depression the clouds are rolling away would be agreeable that 
monetary influence should come in and check trade. We have 
not yet a criterion that will satisfy the nation that it is sound 
and can automatically be used to manage trade. 

The third point is even more difficult. Who is to use this 
weapon? In Great Britain the Court of the Bank of Eng- 
land commands very great respect but I doubt whether even 
the Bank Court would long command the respect and the 
approval of the industrial parts of the country if just when 
trade was reviving, the Bank said, ‘‘ Now is the time to check 
trade.” Any such plan, which involves handing artificial 
control to a group of people, is open to objection; and most 
of all if the group is responsible to Parliament and therefore 
open to political pressure. This difficulty of finding the con- 
troller is the fatal one. 

In theory, the arguments for an artificial standard have 
something in their favor; but the practical difficulties are 
overwhelming and if we had any doubts, the history of the last 
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few years in Europe to which I have been referring would be 
conclusive. A famous American tells us that “history is 
bunk”. I was not certain what the meaning of the word 
in that connection was. So, I looked up in the American 
edition of Webster's Dictionary its meaning and I saw this: 
“Bunk from bunkum; Buncombe, a county of North Caro- 
lina; speech-making to gratify constituents or to gain public 
applause. Anything said, written or done for mere show. 
In America, cant or slang.” I leave the reader to decide in 
which of these senses the word applied to history. But as I 
see it, history which gives us the accumulated experience of 
the ages is the only guide to struggling humanity, fumbling 
its way to a better and more reasonable world. History, re- 
cent history, the history of the last four or five years, has 
taught us in Great Britain and in Europe to beware of man- 
aged currencies. That opinion has recently become general 
in Great Britain. You will find it supported by business 
people no less than by most of our leading economists. Pro- 
fessor Pigou, for example, observes that “so far as the United 
Kingdom is concerned, until the gold standard is restored, 
more elaborate improvements in our monetary system are not 
practical politics.”’ 

If Europe is to return to a gold standard and attain that 
degree of stability which gold affords, then Great Britain is 
the crux of the position. It is true the Dawes Plan provides 
that Germany should return to a gold standard; but the ad- 
ministrators of the scheme would have a hard task in keeping 
Germany on a gold standard if other currencies were not stable 
too. Indeed, it is not too much to say that the Dawes Plan 
would fail in that respect, if any important European cur- 
rencies were to go down the path of 1923 or even down the 
path that France was following in the spring of 1924. I 
conclude, therefore, that next to the Dawes Report, the most 
important step for Europe is that Great Britain should get 
back to the gold standard. Great Britain would bring with 
ita group of small but important European countries: Holland, 
Spain, Sweden, Switzerland, Hungary, as well as the countries 
of the British Empire. 

How is this return of the gold standard to be achieved? It 
is not an easy task. Clearly, if British money is to be made 
of equivalent value to American money, English and American 
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prices have ultimately to be brought to a parity. At present 
your prices are too low for our convenience. That is to say 
if we are going to get back to parity, British prices have got 
to fall a little and you all know what happens when prices 
are drifting downward. It tends to check trade and creates 
industrial difficulties; we have enough of them already with. 
out deliberately making matters worse by driving down prices. 
Moreover, we cannot contemplate a serious fall of prices in 
Great Britain for the reason that such a movement would make 
our war costs, which are already extremely burdensome, quite 
unbearable. But the price gap is not very large and seems 
likely to be narrowed. There is in fact in Great Britain an 
impression that there are coming into operation here and now 
a set of circumstances which will make the solution easier 
than at any time since the Armistice. I will therefore con- 
clude with four conditions which I think must exist in this 
country if Great Britain is to get back to the gold standard 
this winter. 

In the first place, if your prices were to fall, the step 
would be impossible. I do not think there is any likelihood of 
American prices falling this winter; indeed it looks very much 
the other way. I hope that American opinion will take the 
view that the slight upward movement of prices now going on 
in this country—a movement not deliberately organized but 
due to the condition of crops and general expansion of trade— 
is something which need not necessarily be promptly suppres- 
sed as a dangerous phenomenon but if kept within bonds may 
be the natural expression of healthy development. In this 
connection Professor Cassel, the distinguished Swedish econ- 
omist, rather frightened people in London the other day by 
stating that he found in America many people still talking in 
terms of pre-war prices and thinking of them as normal. Now 
if any such opinions existed and were acted upon it would be 
fatal to our getting back to the gold standard. The normal 
level of post-war prices is something radically different from 
anything we have known before. Exactly what it is no one 
can say. But at least one can say that America would not be 
getting into an abnormal condition if its prices slowly rose 
five or ten per cent. Such a rise would enable the currencies 
of the world to be tied together once more and the problem of 
the exchanges would be simplified. 
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The second condition is that capital should flow into Great 
Britain and Europe during this coming winter not merely on 
short-term loans but also for longer periods. If this move- 
ment, which has already begun, is to continue, interest rates 
must be higher in Europe than in America. That is the case 
at present, and we would like to see well enough left alone. 
The only cause for anxiety is this: You appear in this country 
to be on the eve of a new revival of trade. You are already 
experiencing a stock-exchange boom. There is a little feeling 
of anxiety on the other side lest a big trade movement in this 
country might make such calls upon your resources as to raise 
the price of money here. We hope that the monetary re- 
sources of the United States will be sufficient during the com- 
ing winter to take care of expanding trade, to do what is 
needed to finance the stock movement going on at present, and 
yet, not raise money rates so high as to stop capital flowing 
tothe other side. It is one of the essential conditions, if there 
is to be a quick return to parity, that capital should move in 
that way. 

My third point relates to tariff policy. It is not going 
to be an easy task for us to get back to parity, or keep the 
pound sterling at parity when we get it there. The task will 
obviously be much more difficult if America while continuing 
to sell her essential raw materials to Europe puts increasing 
impediments in the way of foreign countries’ selling to the 
United States. Such a policy sooner or later inevitably means 
that the world must buy less from America. While the 
change is taking place, both parties will suffer from serious 
trade dislocation. 

My last condition is another delicate subject. The re- 
payment of our war debt to America does not make it easy 
to maintain the parity of exchange. The burden is one which 
I firmly believe Great Britain can bear, but I think Great 
Britain is the only country in the world except the United 
States which could pay to-day a foreign debt of anything like 
that amount. The reason we can pay it is because Great 
Britain to-day, as before the war, has a surplus of capital for 
investment overseas. We still have that surplus. We pro- 
duced a surplus two years ago of one hundred and fifty millions 
sterling. If we pay a fifth of that to the United States, the 
final result is that the increase in our foreign investment will 
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be that much less. But the case is quite different with France 
and Italy and I believe that if there were any attempt made 
either by Great Britain or by the United States to call upon 
France or Italy to pay any substantial proportion of their 
war debts and these countries attempted to do so, the exchanges 
of these countries would collapse and we should destroy the 
hope of exchange stability in Europe. 

The United States has already done, I think, an immense 
work in reconstruction by lending its support to the Dawes 
Committee investigation. It can help further by making it 
as easy as possible for Great Britain to get back to the gold 
standard and it will help us and Europe generally to stay ona 
stable exchange basis if it takes with us a liberal attitude to- 
wards the problem of the European debts. On these lines, I 
think the United States can make yet another contribution to 
world reconstruction and thus do something which will not 
merely be of economic benefit to herself but will be in accord- 
ance with the ideal which I imagine every one would en- 
dorse—the ideal not of putting as wide a gulf as you can be- 
tween yourselves and the rest of the world, but of assisting 
other nations and races, as far as possible, to reach that degree 
of prosperity which you yourselves have been privileged to 
attain. 
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THE UNITED STATES AND THE DAWES PLAN 


ROLAND W. BOYDEN 
Formerly Unofficial Delegate of the United States on the 
Reparations Commission 


NE of the lessons we can learn from our experience in 
O the last six years is the slowness of the progress toward 
the inevitable. To any one who lived in the atmos- 
phere of discussion of the economic principles and the finan- 
cial facts now embodied in the Dawes Plan, the inevitable re- 
sult has long been plain. I went to Europe to serve as un- 
official delegate upon the Reparations Commission in March, 
1920. I was certainly not then a political or economic ex- 
pert. I had never read the treaty when I boarded the steamer, 
and yet, by the summer of 1920, it was plain to me that the 
requirements of the Versailles Treaty could not possible be met 
by Germany, and that the results of forcing her to try to meet 
them would be along the lines of what has since happened. 
Nobody could foresee the exact results, particularly nobody 
could predict the tremendous debacle which took place after 
the entry into the Ruhr, but any one could foresee the general 
course of events. 

The general expectation was that something would be 
done to meet this situation. Efforts to obtain a revision of the 
demands were made at various conferences during 1920, but 
nothing was accomplished until the Schedule of Payments 
was adopted in May, 1921. Through the medium of the 
Schedule of Payments, somewhat camouflaged to be sure, a 
reduction in the requirements upon Germany was made, though 
this reduction was not large enough to meet the needs of the 
situation. Then came that payment of the milliard of gold 
marks to which Mr. Layton’s paper has referred. That started 
the second stage in the fall of German currency, which cul- 
minated about the end of 1921. Then came an important de- 
cision by the Reparations Commission in March. If Germany 
had done everything embodied in that decision, the millennium 
from the financial point of view would have arrived at once. 
Strangely enough that did not happen. 
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The next milestone and perhaps the most important mile- 
stone in this history was the meeting of the Bankers’ Com. 
mittee in Paris in 1922, that committee upon which Mr. Morgan 
served as a representative from the United States, appointed 
by the Commission and not by the Government, in the same 
way that Mr. Dawes and Mr. Young served upon the Dawes 
Committee. Up to the time of the Dawes Report, that was the 
very best opportunity for a solution. If that Bankers’ Com- 
mittee had been allowed to report, the solution which it would 
have recommended would have been substantially along the 
lines of the Dawes Report, because no body of men versed in 
financial and economic principles, or having at their side 
experts who were versed in them, could even at that time have 
arrived at any other conclusion. 

And then we have the next milestone, at the end of 1922, 
just at the time when the German currency had reached some- 
thing like eighty-five hundred to nine thousand marks to the 
dollar, when the experts were called together by Germany 
from the various parts of the world—Mr. Cassel from Sweden, 
Mr. Vissering from Holland, Mr. Keynes from England, Mr. 
Jenks from the United States, and a number of others equally 
capable, who all reported that the German currency could 
be stabilized at that time if proper measures were taken. 
That was another outstanding opportunity to do the same 
thing that was done by the Dawes Report. It was practically 
at this same time that Secretary Hughes gave his fillip to the 
situation by suggesting the appointment of a committee to 
consider what might be done in connection with the German 
reparation payments. But still nothing was done until the 
Ruhr experiment had so far progressed as to leave nothing 
else to do except to appoint the Dawes Committee, the necessity 
for which had really been demonstrated for over three years. 

I have referred particularly to the meeting of the Bankers’ 
Committee because that seemed to me the most obvious op- 
portunity and because, as we on the ground knew, it was then 
that we came nearest to the turn of the tide. It has always 
interested me to see how the public in general failed to under- 
stand the significance, first, of the occasion, and second, of the 
disposition which was made of the opportunity. You will re- 
member that that Bankers’ Committee, after a conference of 
a day or two, reported to the Commission that it was unable to 
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present a plan for meeting the exigency if it were limited to the 
conditions existing under the Versailles Treaty, and the Bank- 
ers Committee added that it would be possible for it to make 
a helpful report, if the Commission gave it leave to consider 
conditions other than those then existing. 

The Reparations Commission voted in favor of extending 
the powers of that Committee, but unfortunately the vote, in- 
stead of being unanimous, was three to one, and the Bankers’ 
Committee felt that it was impossible to go farther without 
unanimous consent. This Reparations Commission, which had 
been living with this problem since its inception, and was com- 
posed of men of high standing and financial ability, who had 
available for their aid as good economic and financial experts 
as there are, voted three to one to give the Bankers’ Committee 
leave to report as to what changes in conditions were needed. 
] have never understood why the press and the public failed 
to appreciate the significance of that vote. 

I think you can guess what that Committee would have re- 
ported. The Reparations Commission knew the principles on 
which any such report would be based. You can see that their 
three to one vote represented the real opinion of that competent 
Commission, and of three of the Governments represented. 
That vote should, it seems to me, have attracted the attention 
of the public and of statesmen everywhere, and should have 
led more quickly to the formation of a world opinion and to 
the results now reached. 

We see clearly in the light of this résumé how difficult it 
is for facts, however obvious to those who know, to permeate 
the vast mass of public opinion which, of necessity, guides, in- 
fluences and often hampers statesmen. It takes the slow pro- 
cess of the years to reach decisions which you, if you had the 
same exigencies in your own business, would reach in a hour 
or a day or a week because you alone had the responsibility, 
and because you were too interested to allow your judgment to 
be warped by prejudice or sentiment. It is discouraging to 
see how long it takes for the inevitable to happen, but there is 
an element of encouragement also in the fact that the inevitable 
thing does finally happen, as the Dawes Report has happened. 

What does the Dawes Report mean? It means simply that 
you can’t get any more than you can get. They might have 
added what is equally true, that what you can get diminishes 
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if you delay. 1 think it is of the utmost importance that al] 
of us should realize that the Dawes Report is machinery, that 
it is simply the substitution of good machinery for utterly 
unworkable machinery. The hope that arises in our minds 
at this time comes because this workable machinery has been 
substituted for that old, impracticable, complicated machinery 
which never could work. , 

But what does the working of the Dawes Plan mean? [t 
means, first, the payment of something by Germany herself, 
a payment in German money, a payment which in time is to 
be two billion five hundred million gold marks, something 
over six hundred million dollars. Think that over a minute: 
It will be a real problem for Germany to provide six hundred 
million dollars annually besides providing for her regular 
operating, living expenses. 

But that is the easy part of the problem. The second part 
of the problem is for the Allies when they get this money in 
German marks to transform it into something they can use, 
i.e. into their own currencies. If it were for us to use, it 
would be a question of transforming German marks into 
American dollars. That is a much more difficult problem, and 
a great deal of discussion on the question whether the Dawes 
Plan would work has revolved about the point as to whether 
German marks to the amount of six hundred million dollars 
can be transformed into the foreign currencies which alone the 
Allies can use. I was glad to have Mr. Layton refer to the 
difficulty of that problem. But the only point I wish to make 
in regard to it is that the Dawes Plan will work, whether those 
German marks can or cannot be transformed into foreign cur- 
rencies. We hope they can be, but the working of the Dawes 
Plan means the getting from Germany what can be got, and if 
that money cannot be transformed into foreign currency, it 
means it cannot be got from Germany. The Dawes Plan is 
working when it gets all that can be got from Germany. The 
Dawes Plan means, as I said before, you can’t get more than 
you can get. 

Having pointed out the limitations of the possibility of get- 
ting reparation from Germany, I should like to refer to our 
own claims against Germany. We have first our claim for the 
costs of our army of occupation, a claim amounting to about 
two hundred and fifty million dollars. I got a cable one morn- 
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ing to go down to the French Treasury, where there was a 
meeting of the Premiers and Treasurers of the different 
countries interested in reparations, to make demand upon them 
for this sum, amounting to one billion gold marks. They 
called me “ Billion Boyden” in Paris for a week. Now that 
is a direct money claim against Germany. Mr. Eliot Wads- 
worth went over representing the Treasury Department and 
made arrangements with the Allies regarding the payment of 
this claim. The Allies were getting all they could from Ger- 
many and it was not much use for the United States to ask 
Germany to pay any additional sums to the United States. So 
the United States asked the Allies for some of the money which 
the Allies had dug out of Germany. Mr. Wadsworth had a 
very difficult task. It is creditable to him and creditable to 
the Allies that he did succeed in making an arrangement. We 
have not as yet received any money, but it is a great deal to 
have an arrangement. This arrangement was roughly for 
the payment of this sum out of future reparation payments by 
Germany in twelve annual installments with provision for the 
possible contingency that some of the installments might not 
be paid, and with provision that the United States could cancel 
the arrangement, if not satisfied with it at any time. 

This is a serious claim. Politically it is almost essential 
that the administration should push ft, because it relates to 
our soldiers, and anything which has to do with the soldiers 
naturally arouses the sentiment of our people. One point 
should be borne in mind, viz., that our army costs are not the 
net costs. They include all costs of the soldiers in Germany, 
so that there is in a sense a substantial profit to the United 
States if it gets the full amount, because a part of the costs 
would have been incurred anyway. Our own army costs do 
not differ in that respect from the army costs of the other 
nations. Their costs are gross costs, a substantial part of 
which would have been incurred even if their soldiers had not 
been on the Rhine. 

The next claim we have against Germany is for the dam- 
ages due to the war, the sinking of the Lusitania and so forth. 
These claims are in process of arbitration by a mixed tribunal 
upon which Americans are in the majority. I remember see- 
ing in the papers some time ago that the total of the claims 
was about a billion and a half dollars. Naturally, they will 
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be reduced substantially by the tribunal, but there we shall 
have a substantial claim against Germany. 

A possibility also arises in connection with the Belgian war 
debt to France and England and the United States. The 
treaty provides that the advances which were made by these 
three countries to Belgium during the war shall be paid by 
Germany in the form of bonds. These bonds were to be pay- 
able in 1926. The bonds have never been issued and that 
particular debt is to be amalgamated under the Dawes Plan 
with the other payments by Germany. When the treaty was 
made it was intended that France, England and the United 
States should each take these special German bonds in settle- 
ment of their advances to Belgium. Clemenceau, Lloyd 
George and President Wilson signed a memorandum to that 
effect, subject to the ratification of their respective legislative 
bodies. Great Britain and France are carrying out their 
part of that arrangement. The United States, not having 
ratified the treaty or any of these arrangements, will probably 
not carry it out. I refer to it merely as a possibility which 
might add to our direct claim against Germany. 

The point that I wish to emphasize in connection with all 
our claims against Germany is that Germany under the Dawes 
Report is to pay all that she can pay to the Allies. There is 
nothing more that can be brought out of Germany to pay our 
claims against Germany without destroying the stabilization 
which is the fundamental purpose of the Dawes Plan. For 
that reason our administration is represented in the discus- 
sions, either now going on or likely soon to start, with the 
Allies as to the disposition of the moneys which will be paid to 
the Allies under the Dawes Plan, to consider whether any 
money which is to go to the Allies shall come to the United 
States in payment of its claims and if so, to determine the 
amount. In this connection, I should mention that we have 
the German property seized in the United States, which we 
hold as security for our claims against Germany. 

The question from whom we get payments is not of great 
importance. If we get it from Germany, the Allies do not 
get it and their ability to pay us is reduced by so much. We 
might just as well consider these claims against Germany as 
an addition to the claims which we already have against those 
governments which are to share reparations. 
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And now with respect to the Dawes Report again, I call your 
attention to the fact that it is a report which the American 
Government and all of us Americans unofficially have urged 
the Allies to accept. That plan was partly formulated by 
Americans. It bears the name of an American. It was re- 
garded as a political asset in the last campaign by one of the 
great parties, and it is now to be administered largely by 
Americans. We Americans have done everything that we 
could for the Dawes Plan except to accept it ourselves. But 
the Dawes Plan is just as well fitted for our own use as for 
the Allies. We delude ourselves when we fail to see this. 

We wish our foreign creditors to pay their debts to us. 
That is the only plan we have today: individually we say so, 
our President says so, Congress says so, and the administra- 
tion says so (at appropriate intervals). But this desire to be 
paid is not anything that is particularly American. Every- 
body and every nation wants to be paid. 

Take the case of France. Possibly if you rack your brains 
you can remember that France wanted to be paid. That 
isn’t a fair comparison, because our wish to be paid is as noth- 
ing compared with that of France. We don’t need the money 
as much as the French needed reparations. Our national 
budget has not been in deficit since the Armistice as that of 
France has been. We have not been devastated by France 
as France was devastated by Germany. Our factories and 
mills have not been destroyed by France, our man-power has 
not suffered at the hands of France and we are not afraid of 
invasion by France. Just think those little details over and 
consider your wish to be paid by France in comparison with 
France’s wish to be paid by Germany. 

If wishes could get reparations from Germany, the repar- 
ation bill would have been paid long ago; but the French wish, 
expressed insistently officially and unofficially, and even the 
attempt to realize the wish by force, were powerless in the face 
of economic principles and practical facts. This is why the 
Dawes Plan finally was allowed to substitute economic prin- 
ciples for the wishes which up to that time had dominated 
political action. 

The United States has in the same way confined itself to 
wishing. Its political leaders have confined themselves to 
expressing this wish, without explaining to the public the 
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economic principles and practical facts which make the wish 
impossible of realization. They have kindly explained these 
principles and facts to France, and in the most friendly way 
have urged France to be sensible, and to yield to the inevitable, 
and to adopt the Dawes Plan; but they have been reluctant 
to advise the American voters to take the medicine they pre. 
scribe for France. 

Why should not the United States adopt the Dawes Plan? 
Why should not Secretary Hughes say to the American people 
just what he said to France and the Allies? It fits like a 
glove. In December, 1922, he made the following statement: 


There ought to be a way for statesmen to agree upon what Germany [in our 
case, France] can pay, for no matter what claims may be made against her, 
that is the limit of satisfaction. There ought to be a way to determine that 
limit and to provide a financial plan by which immediate results can be 
obtained and the European nations [in our case, France] can feel that 
the foundation has been laid for their earnest and mutual endeavors to 
bring about the utmost prosperity to which the industry of their people 
entitles them. If statesmen cannot agree, and exigencies of public opinion 
make their course difficult, then there should be called to their aid those who 
can point the way to a solution. Why should they not invite men of the 
highest authority in finance in their respective countries—men of such 
prestige, experience and honor that their agreement upon the amount to 
be paid and upon a financial plan for working out the payments, would be ac- 
cepted throughout the world as the most authoritative expression obtainable? 


What would a tribunal of the highest authority in finance, 
men of prestige, experience and honor, do in relation to the 
French debt to us? First, like the Dawes Committee, it would 
decide just how much France could, in addition to its running 
expenses, collect annually in French money from the French 
people to be applied to pay the debt of France to us. Fifty 
thousand dollars is about a million francs on the exchange 
rates today. How many million francs has France to spare! 
It increased its debt only twenty billion francs during 192}. 
Secondly, like the Dawes Committee, this tribunal would con- 
sider whether and how this surplus of French francs, if any, 
could be turned into American dollars and what effect this 
process would have on French exchange in particular and the 
French situation in general. Beyond a certain limit, what- 
ever that limit may be, any demand for the making of such 
payments and their transformation into dollars would have it 
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a much smaller way (because it is inconceivable that we should 
bring military pressure or anything of that kind to bear upon 
France), the effect which the demands upon Germany had 
upon her. It would demoralize French exchange and the 
French budget. It would lead to inflation of French currency 
and destroy the whole domestic economy of France; besides 
all that, it would put an end to further payments. That is the 
principle back of the Dawes Plan. If you go beyond a certain 
point, you not only are trying to get something you cannot get, 
but your futile attempt to get this something destroys the pos- 
sibility of getting what you might otherwise get. 

Now such considerations as these are purely business con- 
siderations. They are nothing but the considerations you 
would apply if you had a debtor and were considering him in 
the hard cold light of the bankruptcy court. You are in cold 
blood going to get out of him all you can and you don’t care if 
there isn’t much left for him, but you know you can’t get more 
than you can get and that you had better get it quick. 

I have referred to France in order to be concrete. What 
I have said applies to Belgium as well as France. One ought 
not forget that the Belgian debt is just as difficult for Belgium 
to pay, and beyond a certain possible limit would certainly 
have the repercussion which I have described in the case of 
the French debt. 

It is essential also that we should remember that France 
does not owe the United States alone; France owes England 
as well. The English debt is no better and no worse than 
ours and if we are considering the possibility of France’s mak- 
ing payments, it is essential that we should consider the pos- 
sibility of her paying England as well as ourselves. In round 
figures, the English and American claims against France 
amount to approximately seven billion dollars. Assume that 
France is going to pay that. If France is really going to pay 
it in bonds, we ought to get bonds on an interest basis no 
lower than that at which the French foreign loan is selling 
in our market today. If we should take bonds, on that basis 
we and England would impose upon France an annual in- 
terest payment of about five hundred and forty million dollars. 
If we were satisfied with five per cent interest, the interest 
charge alone upon France would be about three hundred and 
sixty million dollars. Suppose, to get it down lower, that we 
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take a two per cent interest rate with a one per cent amortiza- 
tion in addition ; then you get an annual payment of about two 

hundred and fifteen million dollars. I ask where French ex- 

change would go if France undertook to pay two hundred and 

fifteen million dollars annually. 

What is England paying us? Possibly you will remember 
there was some difficulty in making an arrangement with Eng- 
land and that it has even been thought that the victory of the 
Labor Party some time ago was due in part to the fact that 
Mr. Baldwin had made that arrangement with the United 
States. Mr. Layton has referred to this payment by England 
as something which added tremendously to the difficulty of 
that stabilization which he and we desire. England is paying 
under this arrangement about one hundred and sixty million 
dollars per year, and if anybody thinks France can pay as 
much as England, I should like to have that subject discussed 
next year by the Academy of Political Science. 

If the United States should adopt the Dawes Plan, it would 
mean that by negotiation or by means of some competent tri- 
bunal, we should first and promptly decide what France was 
capable of paying. This would mean all we and England 
could get if we pushed France to the extreme. As Secretary 
Hughes said to France, “That is the limit of satisfaction.” 
In other words, we can’t get any more. 

When we have determined that limit, we still have to ask 
ourselves whether we are willing to push France, our friend 
and ally, to this extreme limit. We have up to this point, con- 
sidered the question purely on business lines. But is the 
United States satisfied to deal with France merely on lines of 
cold-blooded business? We said a good deal about Lafayette 
a few years ago, but I have always thought of Lafayette as a 
symbol of something deeper and greater than mere gratitude 
for his chivalrous aid a century and a half ago. He was, | 
believe, a symbol of our real sentiment of friendship for 
France, of our sympathy for her suffering in the war, of our 
interest and pride in her heroism, of our anxiety to be at her 
side in this struggle which we felt to be a struggle for right- 
eousness. My belief is that the American people never will 
be satisfied to deal with this same France on a purely business 
basis but will be glad to take into account the moral considera- 
tions which ought to appeal to the idealism which foreigners 
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are so apt to attribute to us and of which we ourselves some- 
times boast. If we have any of that idealism, we will deal 
with the French debt in the generous spirit which should be 
displayed by people who have fought and suffered by the 
side of a noble ally. 
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